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PREFACE 



During the coming months the' Congress of the 'united States will consider 
legislation to reauthorize federal student aid programs in 1980. ' In pfc-epara-* 

•tion for this reauthorization process, NASFAA and several other higherjjeduc^a- 
tion associations have begun to ^examine the current programs of loan, work and 
granjt aid and to formulate potential revisions tp improve their overall manage- 

* men^ and equ i tability . To this end, the American Council on Education and the 
National Association of Student Financial Aid Administrators (through its Com- 
mittee on New Legislation) are co-sponsoring a series of .three 'invitational 
symposia on loans, work and grarr^^SKth representatives of the higher education 
associations, U.S. Office of EdycS^pn, Congressional staff., and" aid adminis^ 
trators. , 

The first in this series was held* April 10-11 in Washington, D.C, and ad- 
dressed, the student loan p^gram^' v 

USOE Deputy Commissioner Reviews Federal Programs ' ' ■ ^ 

Leo Korn.feld, Deputy Commissioner of the Bureau of Stud.ent Financial Assist- 
'ance, began the discussion with a, review of current federal loan programs, citing 
the historical dev^^lopment of student loan programs, their complexity , and prob- " 
lems . ' ^ • ^ 

Specifically, Mr. Kornfeld used the two charts included as Appendix A as 
examples of tj^;^ complex and inconsistent terms between the currently existing 
federal loan programs as they are administered by both the federal and state 
governments. He a^ributed the highly publicized default rates for both the ^ 
^NDSL and GSL/FISL programs to the lack of systematic billing systems, adminis- 
trative problems at the institutional level, and claim procedures which never 
were forma Lized through regulation. 



V 



The Bureau of Student Financial Assistance has initiated a series of steps 
to correct these problems, however, and will be implementing many more as sooyi 
as possible. These include the recently published regulations on Limitation, 
Suspension and Te^rmination of institutional eligibility, simplification of regu- 
lation's to make them more understandable, and prqviding more help in locating 
defaulted borrowers /through such efforts as IRS skip-tracing. He also 'indicated 
that a small task force within the Bureau is. working to identify^ ■ other areas for 
possible s Lfapl i f ica t ion , including a common GSL application form. 

^ ^ ^ : ^ 

In short, the Bureau has identified many problems with the current programs 
and, is attempting to address them as a group. 

■V 

'1^'eactions to Kornfeld' s Statement 

IrN reacting to Mr. Kornf eld's presentation, Jerry Gibson, Director ^Df Fis- 
cal Servic^es at Harvard University, reiterated the need for research on maximum 
debt Levels. He also suggested the "parent loan" concept as orre method of pro- 
viding additional aid to upper-midd Le income ^ farni 1 i es . 

\ Grog Lancaster, Vice-President of Se/'urity Pacific Nat/i'onal Bank, exf^lained 
that the 1976 law ^s not bad. It simply requires a commitment to partnersJhip be- 
tween the commerce ial lending community, the federal government and educational in 
sti tut ions to be effective. He suqqostell several' methods of getting more 'banks i 



volved/ including (1) providing an administrative allowance, (2) providing for 
a loan origination fee to cover a lender's administrative costs, and (3) simpli- 
fying the loan program's operating and reporting requirements. / j 

19 

According to J. Wilmer Mirandon, President of United Student Aid Funds, 
getting the lenders, school administrators and government officials together as 
a team is a key factor in achieving the single goal of. the student loan pro- 
grams , which is tt> provide loans to deserving students. He presented a strong 
case for utilizing state and other Idealized agencies to administer "federal 
loans for several reasons. 
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First/ it must be recognized tHat the agencies have a much greater influ-- 
enc-e over lenders, schools, and students in their local areas and the team ef- "^-> 
fort in which (1) schools teach, (2) lenders 1- and (3) government subsidizes 

and governs, as "provided in the current program, should be accentuated. 
With about $13 billion in cumulative loans and $6 billion .outstanding, it is 
obvious that this teamwork is vital. 

.Second, agencies have good lender support through effiaiejit, business- 
like programs . Mirandon admitted the need for more lenders even in agency 
states, but pointed to the development of "total lenders" across the country 
to make loan funds 'available- to all students. 

\ . 

Agencies 'have lower default rates chiefly because, according to Mirandon, 
they keep in touch with student borirowers while in school. In addition, in 
order that defaul*ts do not become losses , some agencies are able to refinance 
notes terms which are more favorable to defaulting borrowers. 



Finally, Mr. {4irandon pointed to the "gap-^f il ling" programs such .as grad- 
uate-level and parent loan programs which ar-e adminis;^ered by some of the 
agencies as another' method of getting loans to dese-rying students. 



Before contemplating the 1979 legislation, Miranc3on encouraged OE to 
fully implement the 1976 legislation as a team, placing heavier responsibilities 
oa state and private agencies. . ' ' 

Five Alternatives Presented U 

> 

"Following this evaluation of the effectiveness of th^ current programs, 
five papers*^ were presented, exploring alternatives which might be considered\^ 
in developing legislative positions for the higher education community. 'Be- 
cause oT the\detail* presented in these papers and the broad scope of the alter- 
natives suggdsted, those papers are included in their entirety in this 
cation. y ^ . . ' 

NASFAA's Committee on New Legislation Develops Discussion Paper 

A 

After carefully reviewing these alternatives and evaluating the ^ffective- 
ne'ss of the current loan programs, HASFAA's Committee on New Legislation, under 
the direction of Jim'WhiJ;^ of Oberlin College, developed a discussion paper, 
which was distributed to the NASFAA membership on Jun*? 15, to solici't grass 
roots input from thc^, aid (fommunity. This paper, and one developed by NASF/^A ' <^ 
Title IV Student Assistance Progra^ns Committee^, were discijssed by those attend- 
ing the National Conference in San Francisco in July. Thc\ responses which are 
coming to the committers on these two papers will be used to develop their -final 
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legislative recoirtmendations which, in turn/ will be submitted to NASFAA's Na- , 
tjonal Council for adoption. ' • . * . 
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^ STUDE^jfx LOANS: 
SOME PRACTICAL RADICAL ^ALTERNATIVES 

111 D,'^ Bruce Johnstone 



I 
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\ 



The las£ time 1 addressed a cfroup such "Ss this on the, subject of student ; 
16ansiwas at the November 1975 conference of 'tlj^ College Board Loan Study Croiip, 
.of which I tiad been a member. My paper was the overview of issues and policy 
alternatives. I. recall Colin Blaydon , pne .of the reactors to my paper, in a 
wise^and Ig^ptlemanly way chidi*ng ,me' for being too conventional. . too p^aqtic^' 
. . . too constrained by the given patter'ns ^ and structures of the existing loan I 
progranys- He was undoubtedly ..right . . - ' v 

And yet, since assuming the burc^en of supposedly kno}«;ing something about 
^student loans, 1 have spent many days contending with the coh±ributions of 
colleagues who do not share^ these maladies of 'practicality or political realism'. 
Many are economists who, by thel.r memb^rship in that profession, are generally 
intolerant, of imperfections stlch as subsidies, interest ceilings, <^)fibt limi^ts^J 
and -other blights on, the hurrfan capital mar^t. They, too^are right^; with 
the right simplifying assumption and under the cover of ceteris p/u :ibus, it 



it is hajfd to b 
the mind's of my 
program for ' the pe^ 



wrong , 



But I find it difficult tp engage m 
istendrs, for very long on the perfect ^ut 
erlec^ hi£t hypothetical world of^ introducjti 



Then there is tse' third source 




feel bound" 




mind , much less 
lypothetical loan 
:y economics . 

heed. They 'are 
and^ institutional 



the voices from the trenches , as it w^re , of , federal, state, 

student loan prpgr^s . They are the'^vgices tha\ remind me how little I really 
know about the who],e thing actually ^rfts , and that ct)me near to convincing 
me that ma jo? alternatives — truly radical changes — are njext to impossible. 

■ ■ ■ " . < , - ^ ' Af . , ' ^' 

So I^ Will try to be radica!^ and uncoi^ventional and" practical q^d realistic , 
all at the same - time, and to suggest some alternatives that would isubstjantially ^ 
change, for th^ better, student lending in the United S^zate^s. \ 




y 



D. Bruce Johnstone is Vice-President for 
Administration of the Universi^ of Pennsg'l- 
v^nih^, A graduate of Harvard '(^onomi.cs » * 
undergraduate and the Harvard Graduate School 
of Education) , 'he hold^ a.^Ph.D, from the 
University of 'Minnesota j, Dr , -Johnstone has * 
'been wfth the University of Pennsyi'vah'ik 
since Jutoe 1972. 



/ 



1 - 



ERIC 



PROBLElMg AND LIM^TjP^IONS WITH . THE PRESENT SYSTEM OF STUDENT I/yVN^ , 

No change mak.es much sense to any but the unabashed theoretician unless 
^ It stems from a perception that there, are problems of • limitations' with the 

present system and that some alternative has some chance of doing something 

By the 'present system,' I .mean the Unsystematic occurrence of the National 
^Direct Student Loan Program .($310 million annual lending, with approximately 

$3.3 billio;^ total ^^out-stancling) , the Gilarantfeed and the Fedei^ally Insured ^ 
/Student loan Programs Ul.3 billion ann\al lending' with approximately $6 billion 
.total otitstanding det^t) , and several smaller ^programs , the newest and'most ' 
.TXDtentially significant of which is thfe Health ^fessions Guaranteed Student 

Loan Program. . ' . \' . • 

The problems ^ and' limitations of the present programs canSjbe described in ' 
manj/ different ways. The differences are mainly in argumentation ratJierVthan 
^ in substance. That is, I would^not identify the phenomenon of diverse afid 
unconsolidated loan ins truments as a ti^roblem in itse]rf , but as a very Qpjor 
contributor to a numjDor of- more altiiJiate problems such as capital shortfa^s, 
unwieldy repayment provisions, and defaults. .However, if someone els6 wai^s'^to 
call diverse and unconsolidated loan instrumerftfs "a pl;oblem, " I would be on^ 'of 
, the last fo disagree. Wtth/this caveat, l^t m.e mentio^i the six th^t I suspect 
appear on most lists :^ s^n- , • . , 




Insuf 



/^^^p"^ unqe^ain or potentially insufficient coital avaj-jabirfty . 



I hedge 
about how mu 
seem to biel 
Marketing 
not chan 
there was 
the incre 




)it oiif Vlabeling this one because I believe there. 'is some question 
)f a prpblem capital availability is ^today . Most observerfe* 
there is a problem — that is', 'that banks-, the Student ^ '* 

piation, and other ultimate and iritermediaTy sources of savings art 
as .many dollars mto student loanSf. as ' are nedded.. Without guestio. 
Aggregate capital Mortage pri®r to the establishment of SaMie Mae 
in the special allowance, apd ' the easiftq of money, all of whichj^^ V 
ocGUrredat^ about .the same time^ Present , ad^i tted^lAskimpy , evidence suggests 
^ uneven, stud^HM.oan capital shortage). And^most projections 

of the future borr6wii7g needs subgest levels, consider 
the present cast of bank and^schdol lend^rs^ill be^a- 
^hus,it should seem p^rudent conclude that banks an 
^«^hool) lenders, even with Sallie Mae behind them, 
slightly unreliajple, and potentially inadequate sour 



ly ipeyond. those- that 

adequately ,to handle. ^ 
he present institutional 
nstitute at ±>e^t an uneven, 
. of aiuipr^ loan capital. 



l.^The list of -"problems" draws on the paper cited/ in the Opening paragraph: 
D. Bruce John-stone, ^'Federally Sponsored Student Loans: An^ Overview of 
9 Issues and Policy Al ternatives , " in Lois D. Rice ; .ed ^ student Loans: / 
Prgbl^s and Policy Alternatives' ; NeV York:. College Entrance Examination 
• , Bpard, 1977.' ' ' ' ' . o ' . ) 

' ' . ' » - ^ f ' 

a^: Burney ani Stephen* P. Dresch, "TJhe C^pit^l Market for AdvaAced 
^on: t^An Analysis of Private Market Failure ani th^F£vilu'rG- of Public 




Nfew Haven: Insifcitute^ for Demographic and Economic^ Studie 



lo 



.es. Inc. 





neven and discriminatory access to student loans. 



Related to but separate from' the problem of an insufficient aggregate supply 
of student loan capital is the problem of uneven and discri<ninatory access to 
loans. In the absence of fundamental changes, there will continue to be regions, 
schools, ant^kinds^ of students — marked mSst often by the absepce^of a "family '^, 
banking telationship'L— ^unable to get student loans. 

.Disqrimination^among students is ngt ipso facto pernicious. ' Rationing 
may be hecessary in any » system, arid public policy often targets- a program on 
a particular set^of beneficiaries. What is« wrong witfi the present system is ' • 
that whateve)r discrimination exists seems most likely to exclude groups that 
recent public policy if anything- has .tried to include: minorities, studertts^ . 
ffom low income families withoufjestablished banking relationship, women , /first . 
.year students, artd students who aire willing and able to borrow and who are ii>* great 
need' of loans but who have not qualified for the interest subsidy. I would , 
summarize the prolplem of access to loans -by observing' that the pre'sent pattern, 
of^'feuccess in borrowing doe^tiot conform ' to eitbjsr federal or college practices 
of broadening access to higher educatioljr throui^h packages of student financial 
assistance that* includes grants ^ jobs, apd loans.- ' ' 



Insufficient attention to the manageability of repaynents 

.There are a host of • changes, most of triem conceptually and technic^al 
simple, that would make stud^t' loans easier to handle for '*TDorrower and 
alike.. .They include: 

• *Consolidation of all federally sponsored l^oans into 
. one instrument with one repayment schedule and one ^ 
set 



of -terms . 



^payment periods for lar^ger debts shorter 
)r the elimination of disincentive^ to early 
payment) for snjal^ler d^ts , gradu^ed repayment sched- 
uley for tho^^Ncfho wish them, and easier refinancing for 
thdse v^9" ^^^^ ' ' 

^Some provision for refinancing ^pr'^even for relief in 
the event of insufficient earn/Vigs to handle the ^ 
scheduled repayments . * 





*Use of the pejeorial federay income ^tax for the purpose 
of locating bo^owers, rem-inding borrowers of obligations, 
and facilitating^ eithj^er deferment or forgiveness wT'the 
event of very low income. • ' \ \ 



comp^ible either with 

ibstaqtially 



Each thes^ proposals--and £here are mo*re- 
the existing |i^ogram or with an extensiv.e new one. M-^w/^ do hot 

reshape our federally sponsored student loan programs, I hope that ^me of these 
devices can still come to pass- through either I'egisl'ative or executive action. 




Potential f uture debt loads. • ' ' — - , 

— ..J 

Although: I am at ease with an important and' growing role for loans ift' 
financi^ig the expenses of higher education;! I am worried '^about the cDnibination 
of out-of-control tuitions, particularly in medical ^nd other advanced professional 
schools, "a pofeentialt flattening of »tho expected earnings curve for many of these 
professions, and the 'temptation (indeed, the need) to turn to very large ddbt " 
loads in order to make it possible for students in some of these fields to complete 
their educations., Aljeady, students from our .School of Dentiil Medicirte at the - • 
Un'iver^ty of -Pennsylvania are emerging '^with an accumulated educational debt 
as .high as $40,000,? Adding the very considerable debtis from setting up a ptactice ' 
afid buying a home — not tc^ mention , a spouse wii± an edulcational debt— paints a'" . ' 
.frightening picture, -^ri^e, the;alternative of, furth^ burdening the taxpayer 
has Its problems of SK^cial. equity ^ ' Anci^some of^^^tfiTburd^n of heavy educational 
debts can, be ^ased in wa'ys other than shifting the cost to' taxpayers or to other 
borrowers. But at present, the assumption -that advanced prof essional— 'especially 
medical and other- health related— students can absorb virtuallv any debt level ^. 
19 too casual! and ought to be consi^red one of our problems ^ 



Defaults , 



Defaults- are problems. Th^y are so partly—but only partly-^because 
they cost the taxpayer mondy^. Even a substantial default rate does not cost 
as much as interest subsidization. Mord iShportant is the image of ^lawlessness 
an.d..disrespect for ^ contract thaTt is convey^ by a high rate of default. 

The rate of default student loans will always T^e hOLgher than other forms. ' 
of commercial loans ^V^m^^^ of the absence of collateral, the lag between 
origination and initi^"n of repa^.onent and ^ the extraordinary mobility of students 
in tha- early repayment years. I am convinced, though^ that the ra<te of default 
can be brought down' substantially— cer.taifely well below 0,0 -percent and perhkpg ( 
below 5"^percent"-wi£h some of the provisijA'ns I suggest below. . 

'■ ' - ■ , 

Co sts of loVins to taxpayer . ' ■ / ■ . 

A final problem is the high' c^^^of the student loan program. I. list ' 
ttiis as a "problem'* with some^ ambivalence , because,, although the high.co^t is 
a fact, it is not clear that it is avoidable or^hat any 'of \the measures th<^t 
mig*ht substantially reduie costs would provide any net public good. Calculations 
that I have published elsewhere suggest,, with^ certain assumptions, a discounted 
net cost -per $100 lent of $53.72 for National Defense Student Loans...and of 
$41.00 for Guaranteed S^tudent Ld^ns . The greatest, co£^ by far— ■$3i"^if the 
$41 dqllars of cost<in the G . S . Ll example—are interest .subsidies . ^i: do n^t 
share the aversion of some o^ my colleagues toward** subsidies as a matter of •> . ' 
principHp. But I do question whether some^of that $31 mi^ht -have beW spent' 
in some other way, still in pursuit of the very ends being sought liy' the federally 
sponsored student, loan program, . And ^eVen if the cost ef f ectiveneSs of such 



3. Dwight Horch, ''Estimating Manageable Edij\;a0onal. Loan Limits- .for l^radu-^^ . 
ate and Professional Students." Princeton :^ Educational Testing .SeVvice'f 
December 1977. .(Reprinted by permission of Educational Testing Serviqp.) 

4. Johnstone^ "An Overview of Issues and 'Policy AltWnatives, " pp 34-42 




featur-es^afe the i^nterest subsidies -during the in-school yeaoss, the japecial • 
allowances r • aj^d the belov/^^rket rate^ of interest during the rep^ym^nt year^ - 
'horns up under_^sc*iitiny / these costs are'.increasingiy goin^g to impact , the federal 
l3udget° wi^ possible negative consequences either toward -^he loan prograitvs 
thems^^ves ^or toward . the^r^xaJfeher^'student ai^ programs sharing the same sli<5e. 
of tlie budgetary pie. . " / ' 



*^ * • * * * * 
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. A RADICAL PRACTICAL ALTERNA^IiyE FOk FEDERALLY-SPONSORED STUDENT LoAnS ^ - " 

^ ' "~ ^ ~r ^ ' ^ ' ■ • 

It is time to make a number of fund^ental changes in our federally- 
sponsored loan programs. "Fundamental change" is never easy — and especially 
when it, af fe^^ts the Department of Hfea3^/ Education and Welfare, th«^Office 
of Hdiacationv the Student Loan Marketing Assoc iajtion , nearly 30 state loan 
guarantee agencies, the Internal Revenufe .5erv:^e , and th^s financial aici practices 
and offices of 4000 to 5000 schools whose students depend to greater br lesser 
degrees, on loans to meet a portion of the costsjfof their higher education^ 
But wait. . . perhaps the changes are not so very wrenching after all. Perhaps 
fundamental changes need not be utterly impractical or unimplementable^v^t 
le^st Nothing I can suggest will be surpri-sing to listeners or readers who have 
'been urging thes^, and more, for years. Here, then, is my list. 

/^l. A single federal guaranteed loan program would be* created 
to take thfe place of the present Guaranteed- Student Loan, 
National Direct Student Loan, and Health Professions Guar- 
anteed Student Loans. ' \ ^ 

Each (new) student borrower would have a single loan account *"and , upon 
initiation, of repayment, a single note, payment schedule, and payee.* There 
would be annual and aggregate limits on borrowing, with substantial aggregate 
debts possible only for the advanced professional schools that wis^\to 
combine high student expenses -with high income prospects. The maximum repayment 
periods would be a function, of final aggregate debt, with substantial periods 
(e^g^, 20 years) for large debts (e.g., $40,000). All other terms and conditions- 
-interest rates, interest subsidies, deferment periods, and choice of repayment 
schedules — would be the same for all loans ^and should be set annually by the 
Executive Branch according to Legislative guidelines and with Legislative oversight 

Given this unified student loan plan, a great many questions arise. Is 
7 percent the appropriate ra^e of interest? Should the ih^erest rate be variable 
over the. 4ife of the -loan? Should there be an, interest subsidy-v-fo^wUom? 
Should repayments be expected in equal or graduated installments? %ll of these 
are essentially Of a second order — eas^y resolved and of no great consequence 
to the system itself. For the record — and without here taking the time to justify 
my 'choices — I would opt for: ' 

/ ■ \ ' ' ■ ■ 

*In-sc}jool interest subsidies on all loans^hrough a 
baccalaureate degree; automatic accrual of interest 
on loans for pursuit of graduate and advanced profes- 
sional degrees* 



♦Repayment 'schedules that normally increase oveB tiAi^ ^ - ' ^ 

in apcord with an estimate of jearnlhg^S; borrowers ^ 
Should have considereible latitude, in .select^g and in . 
charigihgSj^payment schec^les. ' ^ • 

/ *Af slight increase — perhaps to df 9 percent — in the 
interest rates to, somewhat betted reflect money cfosts 
(implying a continuation pf the #ixed rather than a ' 
variable interest rate) . ► 

*L<^gin limits (at present) of $2500 per year for firgt 
two years; $3^00 a year for second two years; $5000 ^ ^ 

^ *a year for graduate arts and sciences, education, 'and 

social work; $7500 a year; for graduate business law, 
and other professional programs. Repayment periods ; 
"^for-- larger debts should be extended to 15, 20, and as 
* long as 25 years . . # * * ^ 

2. All new loans would b e made by the National Student/f^an Bank- ' 

^ - ^ \ - 

The N.S.L^rfB. w6uld be an instrumentality of tlT^ federal goyeijnmentw Its 
capital would come from its own issues, which would bear gc5vernment guarantees. 
Its assets would consist of the ^oan receivables, also bearing federal guarantees. 
Initial capital would come from tlje" purchased assets of the Student tioan 
Marketing Association, which would in effect become the N.S.L.B., and possibly 
from existing N.D.S.L. receivables converted to the new ^orm of note. 

Commercial banks would hav^ a regular role in the origination of loans 
in this plan, although they might still provide important sources of capital 
to the National Loan Bank and might also serve as servicing agents under contract 
from NiS-.L.B. - . - . 

■ % 

3. Loans would be originated by the postsecondary insti- 
tujiions acting, .in an agency capacity for N.S.L.B. 

• ■ • ■ .1 • 

Prior to each lending cycle, the participating schools would appl^f to j 
N.S.L.B. for credit lines based on numbers of students, needs of students, angl 
the like (not ur^lijce the present tripartite application process) . Upon disburse- 
ment of loans. to the students, the schools would pass the processed notes on 
to N.S.L.B. (probal^ly a state or regional office). The mech^ics of borrowing 
and lending would be a5?-^though the pi|^ent Student Loan Marketing Associatioi^ 
(Sallie Mao) were to give each F.I.S™ school a guaranteed purchase commitment 
and were then to take physical custody of ttj)^ loans 8md all servicing and collection 
responsibilities. Institutional eligibility would be predicated upon the main- 
tenance of proper records, prompt notification *'of N.S.L.B. upon student's 
graduation, etc. All ncJtes would continue to bear a 100 percent guarantee 
from the United States government. There would be no federal student loan 
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apparatus,, office, or employee's other than in^ the N*S,L,B., "rtie federal, reinsurance 
of stat^ guaranteed loans would be phased out, with a Modified role' (see 
#4 below) for the existing state- guarantee agencies, /r 



4t. 

r 



The N.S,L,B- would establish regional or s;tate offices to: 




sist and monitor i^istitutiorial originatoVs; 



Handle the conversion of existing loan notes 
(see #6 below)'; ' / * 

r' f 

/ 

c. Take physical custody of loans/processed in the 

• participating institution^ an^ disburse funds to^ 
t ' , ^he originating institutions.; 

d. (For a few states able to do^so) perform servicing 
and collection responsibilities. 

Whierre states have existing guai^antee agencies, these agencies. may choose 
to perform the serfeces needed by the N.S.L.B. In non-agency states, or in 
states which cho6se to phase out 0ieir guarantee agencies, the N.S.L.B. will 
establish state or regional off ides or contract with a nearby state agency 
to perform the needed servicJBs 6n a regional basis. - The aim of this provision 
is to preserve the advantages of regionalized attention to student loan needs 
'and to preserve wherever possible the, experience, personnel and apparatus of the 
state agencies while phasing out the ro],e of the state as -a guarantor (a role 
that, with 100 percent reinsurance, has virtually ceased to exist anyway in 
any meaningf^ul sense) . \^ ^ 

5 • All servicing and collection responsibility would be borne by the N.S.L.B. 

While colleges and universities are the proper originators of loans, ^they 
are not particularly effective as servicing or collection agents. \ More cijjd 
more of them — as of banks — have realized thi? and have turned to dm of the 
private loan servicing agencies to maintain records, send bills, and in the 
case of delinquency to proceed with^"due diligence" through ^the five stages 
of student lending--assumption of risk, provision of capital, origiifi^tioa of loans^ 
servicing and collection of payments, and provision of subsidies — become -uncoupled, 
there seems to be less and less reason for keeping the college involved in any 
stage beyond origination, record keeping, exit' interviews , and preparation for 
repayment. The federal governmeot^^bears all risk,' and it is not clear that this 
risk is at all lessened (it may in fact be heightened) by the continued identification 
of the debt obligation with the college expedience.. The colleges gain little, 
and probably lose some, by an alumni contact that is mainly dominated by the 
neecf to bill for past accounts. If a college originates the loans poorly . ^ 
or neglects exit interviews or is otherwise remiss in. its obligations, the 
proper -remonstration is ^ removal or a curtailment of, new lending authority. 
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Little or nothing seems ^gained, then, by the pontinued identi-f ication, or. v 
physical custody of notes, by the college. • The act^^l servifcihg .would undoubtedly 
be worked out by NVS.L.B. witn a numb-er of specialized loan service ageacies. 
As suggested above, these rpi^t at times be the' existing or neighboring state j 
agencies.; * . . * > * .V 

6 . The N. S . L. B . would purchase as rapidly as possible existing ^ ' / 

loan portfolios, beginning with the portfolio held by Sallie 
Mae. Existing loans, to the extent legally possible, would 
* be converted to seven percent paper and Consolidated into . 
single accounts for each borrower. . ■ i ' 

— — , ; ■ ! 



Tliis exercise, while aesthetically attractive, probably need not consume 
major amounts of resources, at least in the e^arly years of N.S.'L.B. In time, 
however, most df the existing paper should be. coVverted into forms compatible 
with the^new notes ^and the new servicing system. • ' . ^ 
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7. All borrowers required to file for personal income tax 
would provide information about 'their N.S.L.B. status 
(in or not yet in repayment) , the ag<jregate debt owed 
' at the ylose of the tax year, the amount of principal 

and interest paid during the tax year, and any^jM i Qunts /' 
past due. Interest paid would errbitle the ^^^WMct 
a (50%) tax credit up to a maximum of ($500) wj^Hjkmoiints \ 
thereafter deductible like ordinary intyest. A sup^ 



V. \ 



plemental tax schedule wou 
dent borrowers . 



^e required for all s%u- 



Most schemes that have linked student loan repaymer^ts with the income 
tax have done so in pursuit of the principle of income/contingency — tha.t is, 
making the amount of repayment due itself a funct4.on ,6f reported income.. I 
believe there* remains a role for a linkage between repayment and income, and suggest 
one such relationship in principle #8, below. But the principle purpose o£ 
mandatory filing, a supplemental schedule, arlS' a tax credit for the first $1QOO 
of interest paid is much simpler--namely , to comj^ine the pervasive coverage of 
the personal income tax witH the monetary incentive of a tax credit to reach, ^ 
remind, and monitor borrowers about their repayment obligations. 



The Internal Revenue Service has a quite proper aversion to being used 
as a collection .agency for ends other than tne payment of taxes. Given the 
potential for loading the Foirm 1040 with extraneous material, I respect this 
position. However, the deductibility of i^iteres/t is> already a major item 
(federal tax? expenditure, if you will) on /the personal income tax; the deduction 
of student loan interest could soon become extensive. With other forms of college 
tax credits knocking at tlie door of the !y040 Form, and with 'he entire tax co^e 
increasingly designed to serve public entps other than filling the cc^fers 
of the Treasury, I Dpel no shame in proposing a tie between student loan accounts 
and the personal income tax. More important, federally sponsored student 
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•:\ . .- .• ■ - . : 

borrowing ds^ in m^^ny respects already a close cousin to taxes: loans .arid' ' 
repayments are in this country a virtual alternative toUarger outright federal • 
grants, and are in part an effort to target a portion of th^ cost's of higher 
education upon the student recipient ^'rath^r than having all borne by ^Jie general 
taxpayer. ' . ' ' ^ ^ ^ 

, ■ ' ' ' . .\ 

There are alternative and additional forms this. linkage could take. • 
Provision' could be mad^, for example, for the payment of past amounts due by 
an additional payment to the IRS or by a deduction from the -rebate owed "the 
taxpayer. And a ceiling on total annual payments tha"t are not^to\exceed a { 
certain percentage of adjust;ed gross income, as explained more fullV below, 
would add a measure of protection against unmanageable debt—again through the 
device of the persqnal income tax. ' But the most important payoff to this 
linkage should be- thfe regular , enforceeibie contact with borrowers and a^'cbnsequent 
great reduction in delinquency and default. / • ^ 

■ ■ • . ^ - / • . • ^ 

8- Repayments in excess 6f a certain maximum pfercentxof " 
income (e.g., 6 percent of adjusted gro^g^ would be - 
deferred without penalty. Borrowers ^ho had paid .the 
maximum percent of income through the originally sched- ^ 
' uled repayment period^ould be subject to an extension 

period (e.g., 3, years) after which any debtsi— remaining ' 
after continuous payment ^f (6) percent of ijpcome — 
- would be forgiven. | " , 

I have written elsewhere in support of the concefftt of incomq^ tontingency 
pplicable only to borrowers whose incomes prove insufficient to 'manage their ^. 
educational debt load Vith costs supported by the goverrimenAas post hoc aid 
rath^ than by high earning individuals who happen to have been fctrmer borrowers.^ 
Wi^ extended Repayment periods and careful attention to aggregat^ debt liMts, 
the protection of this income contingency should not have to be extended to onany. 
But it would provide some assurance to some borrowers that there would be relief, 
short of personal bankruptcy, from debts that become unmanageable due- to lower 
than anticipated earnings. 



Conclustion: The Practical Radical Solution * 

A National Student Loan Baj^k— has the sound of a major new agency, of k 
frightful conflict with existing offices and agencies, and of a radically 
new approach to student loans that substitute schools for banks. These — and 



5. Burney and Dresch suggest either th^ Internal Revenue Service or the 
Social Security Administration to keep track of student borrowers. 
Burney and Dresch, op.cit . , pp. 45-47. ; 

6. - D. Bruce Johnston and Kurt L. Kendis, "More Ml>nageable Studemt Loans," 

Philadelphia: University of Pennsylvania, 1977. See also D.^Bruce 
' Johnstone, New Patterns fol: College Lending: income Contingent Loans - 
New York: Columbia University Press, 197 2. 
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Other — iJ!nages,-of the radical .alterriative are only 'partly trxre. .There is a \ 
very diff erent/ per^peJ^tive on assehtially th^ same packk^^ This is tjie per- 
spective that r^M.nds us that virtually^all .(^lieges are already origijiators . , ,V> 
of' loang/ and>»th[^!ts2^ a step tdward fispal- conservatism by taking* 

the colleges j'jSiil^^of.^ . the Serving' business altogether * We must reme^er that 
Executive Branche,^.%or years have tried to' rid us of N.D.g.L. ; jmy^^plan ^jiarcuitees' 
an, almost tdtal replacement by institutionally originated guaranteed »lqalns . 
We should also recognize that Sallie Mae is a virtual National Student Loan 
Bank ^il ready — ^^with only ^ few minor .modifications such as advance purchase 
commitments and a more extensive set of college, and university customer>^ (read 
"agents"). And the linkages to the Inte^al Revenue Services are nothings more 
than a spec/ial treatment for the payment of this. special interest expense — which 
deductible dnyway. The other changes are almost technical in nature- 



Of course it isn't all that eAsy either. But a vastly more simple- and 
effec1j6.ve' system of federally sponsored -student loans is not far off if we 
only approabh the topic with the proper mix of radical practicality. 



< 
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Solving the Student Loan Problem 
<i • By Supplementing -Government Loan I^plicy-- 
An Expanded Role, for Institutional. Aid Administrators 

in the 1980s ' ' 

' . • Kurt L. Kendis ' " • : 



InfcrOduction 



J The >f ecus of govermnental ''polircy^ on" student finance appears to drift from' 
the component most essenti..^^; ip any formulation — the student. Legislation and 
regulation concentrates on those mechanisms necessary to accumulate , capital/ 
oversee procedures for guarantee claims, and tally, ex poste , the results: 
Students^«?*the residual in the procedural scHeme : ' • 



legislation 





regulation 








— > 



governmental 
implementation 



campus 
allooation 



student 
behavior 



And the beifiavior of students is nit surpri-sing. The acjiual loan defauii 
and delinquency on the part of. students is probably beyond imagination — parti- 
cularly, if the formulation incr^Aides those families who assume the payments their 
son or daughter ignores — eitherNlntentionally or reluctantly. ' 

It' ' ' 1 * 

Those StudentTs with a positive response to t^eir f iscaJL , responsibility 

may opt for either an early" entry into an earning Stream wh^ an opt\Lmum - 
career path should include additional training, oir embark upon a philosophy 
of income maximization^-clearly leading to choices not necessarily in the beqffe^ 
interests of thej^ocial good" of the countl^y. . 



^-Finanical aid arid loan officers have been long wielding much greater 
influence on the destiny of their institutions than their position in organ- 
izational hierarchy would suggest. The procurement o^ Ainding in the campus- 
based program, the optimum allocation of all aid funds (without ovef-commitment) 
to students who may or may not choose to matriculate, the counseling of '^s^udents 

•taking loans, and the collection of , loans — of ten "without aid of a competent 
service bureau, are expanding faster than universities recognize the role of 

^ the aid/loan decision maker. Any discussion of federal policy, must fecus 
on tt^. future injportance of management skills in these areas. This paper ' 
presents tools to supplement the federal • programs , in full recognition .that the 

" ir^nplpfljy tation of both innovative p^^grams and lending plans sensitive to student 
n,eedfe ^^fequires aid and loa^n personnel with vision and managerial expertise. 



Kurt L. Kendis is a policy analynt for^ tho Hight}r Educcjtion Finahco Research 
Institute in the Office of the -P^F^sident , ^Univer^sity of Pennsylvani^ 
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Tgie Pro] 



Problem* 



tudfent loans are not consumer loans. The rules for analysis of assets, 
incomes, borrowing limits, and- collecta!oft^procedures are seemingly diame^ical^y 
oppcJ^ied to metfJiQ^logies long since provf^n successful in consumer credit^ 
as ^well they shou^ be. Students are bdjrrowing as a part of invest|ments in 
tlieir own human capital; lenders loan td assure access and choice; the government 
guaranties loans to assure capital ^availjability on the part/of ^11 three par- 
ticipants (studeijit, lenders, and guarantors) increments dynan^^'^lly- each year ; 
with drastic negative *attitijginal implications. ' ' ^\ • ^ 

Tbe attitude of whom? In the first instance, certainly students. T^.ese 
borrowers face k decision process ^(attending 'their next year of s.^ool) wil;^ 
a price elasticity of zero — a^ costs incre^e, they are seldom <f^^rred fr^ 

s an4^,^Mri€?' 
b^^t^^ri n t e r e s t 
^ff^' funds 
n^^iyet ^ 

lent among 
X issue- 
;ieir eyes 
'impact of 



attendance if they can borrow funds. The lehders j^sudliy collec 
versities o^^ financial "institutions act\ing . in jwhat they feel is /f 
of their college- or student clients) cCmtinue to lend greatei^ 
iG^inq to a greater median debt ^oan with ever-increasii 
'with a. government guarantee in their .pocket) . The.attit 
legislators . (also growing incrementally) is avo^j^alice , 
-merely increasinij* the parameters of existing pi 
to the long-range costs, the social "conSeqi^^c^l 
these programs , v . ' 




A lack of sensitivity to isiSues df student Idans^^^i^l;^ The 
counseling of students is complex, so loans are :neat;i.y^;t-^ed in a bundle "^t an 
exit interview. The analysis of repayment data. reguir;^^;unif ojrm method(4^'ogy - 
and sophisticated organization consolidat:^on, certain|^ an easy task wh§n 
offices are ^understaffed and to f ten not computer i2;^ed■3^|^mplementat ion of ^graduated 
and extended repayments demand research data' ilffich^^ and technical 

expertise which has ten slow to develop, Yet^despite the above-mentioned 
difficulties, the attitudes 5'eem to 3:::emaih the ba&ic/ barrios . The Zacharias 
work in the late spcties anc^^ th§ subsequent failure |pf sajipfl.e income contingent ^. 
loan programs (failed due to 'a false start and not an inherent risk, as some ' 
would argue) preclude the current obviously, burdensome debt' loads . Yet income* 
contingei^y fails to gain acceptance since ,tl^ negative earlier reactions 
provide ^ attitudi'nal barrier. Students ar^ continuing to default or at least 
prolong (delinquency subsequent to -the ''development ^ of attitudes while they are' 
in school. *A Ijkn. is a loan 'and an award is ari. award, yet there is little 
surpris'e^at the fact that ex-students are slow to .rdpay their "awards." 

* ' ' / \ • ' ' 

Certainly integral to the lack of sensitivity' to. student loan issues is the 
role of loan officers in an institution. This writer . contends that the 
financial aid/'loafi officer carf' ,determilte much of the' impact diL future -finances, 
enrollthent and alumni contributions /or his or her ins titUt ion A» Until the ^ day 
when enlightenment strikes legislators and we find*-a large ^and consolidated 
central student loan, mechanism (not unlike the Jo^irtstone modVl) the bujrden will 
remain with the aid administrators to solve manjyi^f- the probleims which carry 
the weight of historical precedent. This paper is an* attempt to pre&ent some 
technical soluti'ons definitely within the aegis of the aid offig^'r. ^ 



Organizational Requirements ~ ^ \ 

Despite publication in the F ederal Register of details pf a central 
record-keeping regulation for financial aid, few schools 'had the foresight 
to prepare their irinternal organization to deal with the details of student 
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finances in 1978. Awards of financial aid'; bills for tuition,! fees , and services; 
disbursement and collection of federal, state, and institutional loans; term . 
arid siommer employment placeiyant; counseling on advisability of jfurther training; 
and. eventual solicitation of alumni contributions all have a common theme- - , 
. -the systemat:ic contact between institution and the student concerning financial 
matters -^^ Yet the growth of the^programs these services or contacts represent 
often proliferates * staff and activities in an area demanding^ consolidation. In 
the. worst of all possible scenarios, admission and financial aid are separate, 
^aduate admissions and aid are separated by each division, FISL loans are 
administer^ separately^ and a student receives bills, ffer services £rom- each 
office (library, dining, residence) respbfisible for Mia service. A student facing 
diverse offices and bills and loans — particularly since most are neophytes , 
in matters of personal' finances — is numbed'^ into', an ijtresponsible attitude 
towards these finances. ' In effect, the decentralized organization is creating 
bad debtors long befpre the repayment periods begin. ^ 

T^e central record-keeping solution is merely a partial remedy, for as 
debt levels rli&e the counseling o£ a student becomes increasingly important. 
Why should a^^ready overloaded staff invest scarce manhours^in student financial 
counseling?^*' Student loans are nQt commercial credit and uniyeirsities are not 
consumer discoynt loan companies. The long-range good will of the student as 
an^evbntual alumni contributor or alumni supporter, as well as as an individual 
responsibly repaying his loan on time dictates the need for this*^ounseling . 

' Student-*- institution relationship are not enough in €he climate of rabidly 
growing loan portfolios. The marketing of a university is .not merely admissions, 
and the cpst is not merely gross tuition and fees. The cash flow problems 
facing all institutions can be exacerbated by ^oor planning and improper ^ - 

secondary, marketing of loans. Thus t-htfvg^jdv^ nan officer carries a major 
ifiput in the future financial planning of a university. Many of the technical 
■ tools! presented below can be useful only if there are aid (Officers influential 
enougrr to utilize the'm. ^ |pf ^ 

Again it is importAnt to note that this writer anticipates no immediate 
governmental guiding hand> and by promoting* the role of 'the centrally organized 
aid/loan officer an opportunity to supplement government policy. The optimum 
aid/loan officer (call it the bursar or comptroller or vice provost for 
student finances) thus centrkJizes contact with and^ counseling for students, 
crMtes inpurt:s to financial planning, helps the marketing* or good' will of the 
*in3titution, ^and establishes a relationship conducive to jpromoting alumni 
dev^lopnent af tec^ gra,duatipn. ^ 




/ 

Analytic Datcf Requirements , 

Problems of accurately reported defaults and delinquencies are but the 
-first data difficulty in student loan management. The aid/loan office must 
make an effort to analyze all of the students* obligations for purposes of 
counseling. Included would be those debt or work obligations external to the • 
university as well as intra-f aimily loans. 

The analysis of defaultjs and bankruptcies to guide policy decisions at the 
university lev^l is long overdue. Recent work at Stanford and Cornell, for 
example, rr i nfnrflrfifl ^hr fear that students who do not complete four years> if 

action t;reatjnent , are high risks for default . Early 
ire will Hopefully help reduce systematic defaults of this 

natf 
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Reporting of aggregate data ^nd sharing of borrowing repayment and collection 
expljjPie nee with other institutiorisSwill -help these centrally organized offices 
cdpe with the volume and complexity of future operations. Ceirtainly^ a consol- 
idation effort to -good management practices will include the creation of responsible 
service bureaus to bill the student. Only through impe-fcus from the universities 
themselves can current service bureaus become both efficient and sensitive" 
to the students' and institution's"* needs. ^ ' 

^ ■ ■ ^ . • 

Existing Solutions to the Capital Availability Problem — Parent Loans 

- ' > . -j^ " . ^ 

Most observers of the main issues of student finance in higher I education 
rightfully express concern over the need for additional ;loan capitalr. As this 
writer has stated above, the main problem is sensitivity , for capital access 
has been solved, in the short run, by the federal government (sjea i^ppendix III) 
and by commercial credit loans,- also known as Parent Loans, Educational ^oans, 
or InsurancifiL Loans . The^e commercial loan plans are external^to the institutions, 
and are not now.-^ Only tihe added marketing of these plans is a recent phenomenon. 



These . commercial loan plans are » selective , rec[uire collateral^ often do not 
involve the student, and may have no physical contact with the institutions who 
permit therfl to utilize their - students as a captive market.. A recent conservative 
tally indicated in excess of $!^00 million loaned annually in commercial loan 
plans using educational titles as a marketing technique. A university, through 
its aid/loan officer, shcfcld carefully investigate the entire spectrum of programs 
available and offer families of students the best set of alternatives. 



Since defaults are historical'^y low on these programs and profitability 
relatively high (including the life insurance premium add-on) , institutions 
should have no qualms about using the right to mail to their students as an 
incentive for "competistive" programs to offer the most appealing package. 
A possibility that persists is extended repayments , as opposed to the rapid 
amortization now in -practice. A most compelling idea is to ask the commercial 
lender^ to gather data on the families to whom he lends — thus building analytic 
possiblities for future decisions, (more on this below) 

Using an institution's Line of Credit for Parent Loans 

( 

Financial officers ih ,a university are well aware that educational loans 
are of ten' good investments. Retention of FISL portfolios while their anticipated 
return is higher than the. institution's own internal rate of return is .already 
a common -practi ce . But the use of 'loans as a marlceting technique has received 
(justly) major criticism when the iQans ai^e government student loans. Hidden 
in this outcry is the opportunity for a universijty to offer a creative Parent 
Loan Program to families of its students. * Capital access is possible through ti^ 
guarantee of the university's trustees . ^ "^The tailoring'of the program should 
meet the needs of and correspond to the marketing techniques of the instituti©ns . 
The exam{)l,es presented in Appendix IV illu^strate a) standard loans; b) a loan 
where the monthly repayment is fixed and the terms increase as borrowing grows; 
and c) a plan where the fairly can choose in advance the scheme they prefer. 



/ 



This material is extracted from "A Planning Package for Parent Loan Programs" 
K.L. Kendis, Higher Ecjucation Finance Research Institute, Office of the President, 
University of Pennsylvania, Philadelphia, 19104, January 1, 1977. 
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Most important is the university's antSfciS^tion of demand and cas^ flow 
Consequences .(see Appendix V) , which inj/olve substantial gapital to operate 



/ fi 



a complete program, me management of a parent loan portfolio is a treasury 
function^ althou^ the program itself could be considered aid or within\the 
scope fef admissions recruitment. 



The Two-Paper Concept. in Student pending 



No signs, no' hints, and no forecasts for the near future indicate policy 
changes in the government loan program vrtiich would meet "sensitivity" criteria 
involving income contingency or graduated repayments. One major impediment, 
has been th#* extraordinary, c^m^lexity of the concept of income contingent \ 
/ repayments.. Without changing existing loan progaram policy, current loan procedures 
may be supplemented with sensitive program alternatives in the form o fi^ an 
additional, loan note . , 



A two~paper.or "hybrid'"^ plan involves two contracts. The first contract 
'is a standard straight-Mne loan repayment (and could certainly be a federal 
student loan) . The second contract, also signed at th^ inception of thp loan, 
is really an income contingent "side agreement^". The purpose of the "side 
agreement" is to make the stuTSent's obligations income contingent, no matter i 
how large and -burdensome the primary obligation. Under such a plan, most , 
borrowers would repay according/ to a ^andard (possibly graduated) schedule. 
Borrowers at or below a cert^n income level would pay only the maximum percent 
of income. *lf their incomes increased after a few years, they would "catch up" 
with their primary repayment srchedule and move backXto ^conventional fixed payments. 
However, if their incomes remained low enough to keep them from paying the maximum 
percent-of -income throughout the repayment years, they would assume a second 
debt composted of tl^e ^^erred payments and accrued interest. . The second debt- 
-the amount "refinanced" by the second contract — would remain at the end of the 
originally scheduled repayment period. At th^t time, the bqrrower would cofitinue - 
to repay at a percentage of his or her income until the j^econd obligation is 
satisfied^ ln^£Sett, the second' note repays the first and makes the burden less 
on the sWft^^^t. 



Dgram alt 



contracts , 



Use of the Two-Paper Concept . ■ ^' ^ 

Any supplemental loan program, or "side agreement" is a particularly 
vexing problem for th6 banking community on its efforts to .simplify 'procedures . 
But combined with' the previously elaborated counseling programs and efforts- 
to emphasize aluijni contributions, the difficulties of administrating a jtwo contract 
program may. be well worth tbe complexities. Forertf3sSt is a minimization- of 
the "burden" of higher student debt loans — hence defaults and delinquencies — 
since low earners will be *able to meet their obligations. t 



The equitable nature of a program which is sensitive to effects on students 
can only* benefit the sponsoring institution. Whatever negative attitudes 
students may have toward loap repayment can be ameliorated with a university 
endeavoring, to help ease the burdens of stu(^ent debt. 



I 



A complete exposition of the hybrid or ^two-paper ' cbnc^t can be found in 
"More Manageable Student Loans," D.B. Johnstone and K-L./kendis, Higher "f 
Education Financial Research Institute, Office of the President, University 
of Pennsylvania, Philadelphia, 19104, 1977. 



EKLC 



- 17 - 



23 



■■ ■ .. / ■ ' -v ■•• . ■ ^ ' ^ ' ■ ' 

A conceivable linkage &etrwden loan office and a studen^ pl^^^^^ent service 

is possible if one considers employers purchasing the loan paper of their young 
^plo^i^es. Certainly, universities or otlier employers -^ould consider the establish- 
ment ofNj ie s econd* notey I'oan program as an employee benefit p/-ogram lig replace 
or supplement gurl^ftfe-^ull or* partial tuition benefits / which get costlier each 
year. These utilizations 6f the twg>-paper concept imply a capitalization of the 
second note from external sources, 'if such a plrogram were to expand to its 
#full potential, capital avarilability becomes an important consideration. lAgairi, ^ 
a university's Alumni' relations can ''play an essenti^al ^'ple — either with appeals 
for s|Decial contributions to support such a program, or constant* Appeals to 
former students to r^pay- the second notes as soon as they able. 

An addi/tional aE^plication of tl:^e two-paper principle would i;jvolve the 
participation 5of sj^ondary guarantee of/ the parents. -But beyond pareYits 
sponsoring the second rt^te, there are more interesting feasibj.^e involvement or • 
parents and families. ^ 



w % 

The Concept of the Family Loan for College Costs 



r The subject of studer^ loan disinten^l^^iation has always occupied a portion 
of. the literature — yet the arguments always question disintermediation and the 
disbursement. Imaginary horribles of parents buying yachts with the proceeds of 
a guaranteed student loan presented quite, the opposite scenario from early data 
this writer has gathered. The repayment of the loans is the disintermediation * 
behavior frequently poted . FISL loan portfolios with as many as 75% of the 
early note repayments being assumed. by the parents are very much involved in student 
loans — but pot in the negative context of earlier concerns. . 

' \ \^ • ' ■ 

If parents and famili^s^^^f their own volition, intend to assume or share 
some of the loan burden, ^why not optimize , their participation? Ideally, parents 
have three elements to offei: a j^ogram of student finance-counsel, guarantee, 
or ^cash payment. By far the most important is the guarantee — where the parents 
cosign th^ student loan note. This would mak%*^capitalization of a loan program 
attractive, to commercial lenders. <Qut total participation of the family in. 
student lending— commensurate with t^eir. ability- -c^n potentially solve the 
need. for sensitivity. I - i . . ' • 

The model olan illustrated on the next page h'^s the following features: 



I 



i . Pre-loan c^ounseling is with participation pt- s^ydents and parents" 



2. The loan note "itself contains signatures of bfoth parents and students. 



\ 



3. At their option, the parents agree to pay the interest o.a the outs tanc|ffng 
loan balance while the stuci^Mit is i-n school and then a deiclining 'share of 
the 'p^'^'/^^'^ts ix,\p^hc early years of the loan. 

i ' ' 

4. ^ The student will, 'in effect, exporionco graduated repayments — eventually 



assuming .entire repayment 




' - LB ^ 2> 



'A 



/ 



V 

4i 



**. . This family educational loan plan is an attempt to institutionalize^ *the 
^parents' commitment to their children ' s education cost. If the family cannot 
' assume greater payments during school years (sin^e ^Jiey may already^kve a sub- 
stantial- parental contribution) then the commitment of theii* financial guairarJeee 
• provides the opMttunity to lessen repayment burdens- on the studeht during the 
^ early years whei^^ default experience is greatest. - * ! .'^ 



A Federal Role in Loan Innovat ion.? 



-( 



Th^^se secondary student loan iiistruments are an attempt to anticipate "side 
agreements" in the face of^ federal policy which cJ6ncentrates on the capital ■ 
arvailability needs of student loan program. Although favoring ^ centralized f 
student loan -banjc (like the Johnstone, model) , this writer, anticipates that only a / 
capital >availability cri^s would force legislators to recognize the need?' for a 
National Student Loan Bank, If recent history is any indication of tjhe future , 
incremental growth of existing mechanisms will continue without coordinated atten- " 
tion to those issues which this writer labels "sensitivity , ^considerations . tn* 
other papers,"^ some consequences' of loan insensitivity are further Elaborated — 
disincentive to enter public service, income maximization behavior/ career paths 
forsaking pro~bono work/, or incentive toward default and delingu/^cy — but by 
facing the inevitability of * sj^e agreements , institutions and students and their , . 
•families alike can plan for the future. ' ^ ' -v '\ 

• . • . ■' ■ / ■ , ■" ■•■ 

There remains a pjC^ssible signi^cant and appropriate f^eral participation y 
in student* loan "sensitivity," First and foremoa.t is an analysis of sources 
and uses of family funds used "to pa^ higher education cost. Only a comprehensive 
and definitive national study can provide the data needed for policy analysis 
of student loan plans. - " ' 

Beyond research, and before thfe National Student Loan Bank, the most com- 
■ : pelling role of the faderal government falls riot in the field of student loans 
^ (where the argument is presented that the legislation will continue to provide 
' capital access) bu in manpower allocation. The H.E . A.£. . loan program, for 

example, is part of health manpower legislation — desi^ned^^not necessarily to help 
students , »buf encourage participation in the^National Public Health Service 
Corps. 

Looking at the side -agreement (or secondary ""loan)' phenomenon, what better 
way to encourage manpower allocation than to act, on margin, with secondary debt 
instruments. For example: " - 

1. A. branch of government (federal, state, or local) wishing to^encour^lge 
public service work igi its ownjarea can forv.'ard contract for the side 
agreements of young students--relieving the student of burdensome (but 
' ■ not all) payment levels and- guaranteeing his ^ne,e(3ed ^ seVvices in- the' 

^ * public interest. " ' V - 



"A Rational Guide tt> Graduate and Professional Student Financial Assistance" * . 
K.L. Kendis in St;adent Loan Malfrketing Association, Development^in ^the Financing 
of Graduafee EdiTcation, 197~ ' 
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2. LegislatelSr liitrits income tax deductions (federal, state, or local) for 
interest ^in student loans can vary with jthe individual ' s >cominitment to 
public service, work. ^ \ , 

, 3.^ f>urchclsing of -the st;ade?ntj a' entjre loan ^ortSp3a.o coul6 certainly nibtivate 
p'iiblic ser'vic-eA. ' . ' 



3' 



In all of the ajx>ve exajhples, the cost would be borne by the ^gency-isupporting 
the work- In this way a manpower allocation law will not, be cdnfusecr* with student 



A federal role in streamlining administrative procedures seems probable. 
How much of collection difficulties stem from problems as' banal as student mobility? 
But the efforts of S.L.M.A. could ' continue in this area. - ^ ' ^ 



In the final analysis, tjiis writer favors ^^entual consolidatibn of student 
loan programs into a National Student Loan Ban^. Th6 sooner those in government 
student aid act to promote consoladation ' 4nd loan sensitivity, the sooner 
student loans will avoid the_clu^:ches of political pressure, manpower all6cation 
oissues,''or consumer interel_^. 
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Summary and Conclusi 



ions 



4, 



must act on their own to m colleges and universitios 

: mechanisms- which ufSize tZ^ " """"^^^^^^ sensitive student loa. 

While preservi^S tL 'inter^st;'3\h"'''''i ^ ^- ^ ^^^^^^^ ^^-^--"^ 

of their, institutions the.r students and the long-range goals 

■ fi-n\^ng°LtLitr^"T\eTcLT^^'^ central organization of student 

, student Lans affl^t InrollLn^s" ThLT ^ty with respect to 

contributions-and the officer r^.i^ K^' f^"^"'^^^' Possibly alumni 

' reco^ition co^ensur^^f^^th^L^^oTLl^^nf L^ence^" .^^^^^ 

. ^^^^^^^""l:!^^^-^ help relieve the ' 

recognizing the role of ^he fSiT^!'"" '^1^°°" °^ institution and 

t^1s!^\T\"::4'pe\^^or..h;bird"\t^^ - — t debt 

Side agreement wh^^h '^n^.. "^^d^nJ-i^rS^grfm^" anticipatory 

"ilTill ■i^v^i^i^lV:^ S • ^gr^t^t^^ ir:-^ °^ Pa-icipation ' 

large. agreements, although capital requirements are 

:r:g:am^:! ^Tt^^u\""e tc^^^^^da^l^ ~ ^^^^ ^^^^ — ^ 

research into family financina oa^t'^^ of programs combined with extensive • 
is possible. ParJiLlar rti^L • ^^^^rim participation 

aid issues and ^r^Te^s^^f ^r^a^^c^^L^n^" " '^'^''^^ °^ ^ ^ 
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APPENDIX I 



How rrn^^ ^itv of the Future Handles Stu d en t Fi nances-A Case Study 



The student first had contact with the university before he was born His 
father as a young alumnus and wxth the help and counsel from the univers4,ty S . 
f!sca^'se^ces office, established a charitable remainder" trust with the university 
J bfneftS^J and the interest accruing and compounding for the ^^udent's use on 
^ucaJtoiai Ssts. The contributions to the trust wer^ small each moj^, but 
S deductibl/in the 9^^^"' ^"'^ interest was taxable as the 

sSdent-fincome at thrLudenfs t*c .rate. When educational expenditures a.e . 

1 -.^ ^»^,i^ed the tAist is given to the university. Not eligible tor 
Trair: SKtiz;d1::a^ the fLily participates in the "family loan plarT 
to ?he rest of the eduitional costs. The parents sign the note along v*ith . 

SeTWdent ^nd pay the ir :erest on the outstanding balance during school and 
f LrS of Se ?nLrest a . the student begins repayments which increase each 
yeruitil thrstudenf.s pa nnent pays all interest and amortizes ^he principle 
Bbth oarents and student continue to contribute the same monthly amount even after 
SeL^obUgation under the^oan are fulf illed-but now as a tax deductible 
contribution- 

The student's roommaft iKgligible fQr aid and ^^^sidized loans, and the 
borro35ng required to pay gradJWafld undergraduate expenses is substantial. 

. Ten this, student ^^^^^^^^ ^elps, and 

T J J -hie ohi 1 a^^-hions auid inco\e in the rurure. n±p i.caiuj.j.y n^^^t'^r 

lift iis obligations under the government loans. This second note ^eeps« \ 

. aLIu^nd e'ncoura,ea to translate his financial relationship wrth the 
university into alumni contributions. " 
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' : a" sample family loan * * 

-A Plan Recognizing ^the Phenomenon of Intra-Famlly 
Dlslnternedtlatlon of Educational Loans 



terPFlO years from graduation lnterest«10Z 







Parent Obligation 


r Student Obligation 






Interest 


Principle 


Interest 


Principle 


Total 




Borrovlng 


Repayment 


Repayment 


Repayments 


Repayments 


Repayment 


1979 


$ 2.500 


$ 250 










19o0 


2.500. 


500 










1981 


2.500 


750 










1582 


2.500 


1.000 










1983, 




628 




$ 0 


$ 1.000 


$ 1.628 


1984 




500 




128 


1.000 


1.628 


1985 




250 




378 


1.000 


1.628 


1986 








628 


1,000 


1.628 


1987 








628 . 


1.000 


1.628 


1988 








628 


1.000 


1.628 


1989 








628 


1.000 


1.628 


1990 








628 


1,000 


1,628 


1991 








628 


1.000 


' 1.628 


1992 








' 628 


1,000 


1.628 




$io.6bo 


$4,878 




$4,902 


$10,000 


$16,275 



The loan is guaranteed either through the assets of the famify 6r the guar- 
antee of the university, for which an Interest premium may be extracted « 

Interest payments are tax deductible in the year they are paid by whom 
they are paid. ^ 

Both family and student are encouraged to continue their annual payments 
as deductible charitable contributions. 



Copyright April 1978, by Kurt L. Kendis 
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APPENDIX II AN ^OPTIMUM 

Central Aid/Loan Organization 



J 



SJSTEMS 
WHO 
/filLL 



UNIVERSITY 
OFFICES 
WHO . 
BILL 



SFA 



I LOANS 









^TUITION 
DEFERRAL 










[ FEDERAL LOANS 




OUTSIDE 
BILLING 
AGENTS 
1 



EVENTUAL 

ADDITIONAL 

PARTICIPANTS 



REORGANIZED 
STUDENT FINANCIAL 
SERVICES 



CASHIER 



BILLING 



STU^NT 



COLLECTIONS: 



FINANCi; 
COUNSELIljG 
SERVICE 




IMIVERSITY 
FINANCIAL 
SYSTEM 



A 




REGISTRAR. 
P. D.. F. 



WORK/STUDY 
PAYROLL 



DESCRIPTION OF CENTRALIZED STUDENT FINANCIAL SERVICES 

- All Student financial functions centralize their records 

- Financial counseling keys each student into financial service 

- New file communicates with Registrar 

- All segments vfith student financial service3 interact ^ 
-All financial transactions and S::ommunications flow through * 

system • 
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APPENDIX III. VThe Governnejlt Spljttjion to the Capital- Availability Problem 

. ■ • /. ' y 

^•ULLi*tIMI| AGGREGATE LOANS FOR 
A SINfltE HEitLTH PROFESSIONS STUDENT 

/ - ; d / ■ • • ' r' • 



Year 


NDSL 
]|or rowing 


Boirrbwing 


heAl ^ 

^Borrowing 


HEAL 
Repa3anent 


FISL 
Repaymenc 


- NDSL 
Repayme^it 


Total ■ 
Repayment 


1974:-5 


■ \j 

$1, 250 


Si 250 ' 












/ 1975-6 


/ 1 250 














\1976-7 


^ 1, 250 * 


2 SO 












^977-8 


vL/ii^50 


1 250 




'•^ 








197^^9: 


2 500 




^10 n(?fln 










1979-180 


2 son 


s oorw 










■"'^ '111 

312 


3^980-81: 


+ : 




1 0 000 


2 SO 
^^U 






9 


1981-82^ 






#1 0 ono* 

'±U y UUU 


J.O / 






187 


1982-83 






1 n nnn 


/O 




1 


78 


19i63-r84 












pi. 1/4 




1^85 , 


■ 


*^ 




0 y JOJ. 


9 A 1 «; 


1 1 79 
1,1/2 


V r 9 ,960 


1986 








0 y JOJ. 


0 /. 1 Q 
^. ^ID 


1,172 


9 ,960 


1987 












1 1 79 
1,172 


9,960 ' 


1988 








8,390 


2,415 


• 1,172 


, 11,977 


1989. 








8.390 


2,415 


1,172 


11,977 


1990 








8.390 


2,415 


1.172 


11,977 


1991 








8,390 


^^^415 


1,172 


11.977 


1992 








8,390 


2,415 


1.172 


11,977 


1993 








8.390 


2,415 


1,17Z 


• 11,977 


1994 








8.390 






8,390 


1995 








8.390 






8.390 


1996 








8,390 






8,390 


1997 








8,390 






8.390 


1998 








8.390 






8,390 




$10,000 


^5,000 


$50,000 


$146,117 


$24,150 


$11,723 


$181, ^9Ci 



Assumptions 

Five year medical school program. 
No grace periods . 

FI5L - 9.75%, NDSL - 3%, HEAL = 10% 1 
Resident opts to- pay Interest rather thani 



Let it compound and accrue. 



ITius, this writer woul4 like to erapjiasize that there is not a crisis in student finance 
of higher education. ^Capital avai^lability problems have been solved by legislation and 
regulation, as'^the table^ plainly illustrates../ 

Of course, state or .institutioifial loans are not included; nor any borrowing the person 
needs to begin practice or buy a home. ' 



Extracted from "A Short Essay On The , Non-Crisis In Student Finances," Kurt L. 
April 1, 1978. 



Kendis, 
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APPEfjPIXIV 



Model Parent Loan$ 



a) A standard loan 



rilLS-lCD LCi« lOlLE hn:;TMLY ^<^^^::NT kzZOZD TC nrrrSE A LOAN OF 









» 1 




3 


t 4 


. t :"- 




4';. :T4 


31. To 


24.70 


zz: > 


1 7 2 . £ ■) 




AJ.I 3 


4*? . <0 




2vo:--.o 


13i.C3 




74 . 1*0 


::■ 


3 


ini .7? 


1 2 i . 5 


93.. 'i 9 


r • :o 


■4-.; ..-0 




157. 


123.!,0 




3 L V.JO 


272.07 




14U.29 




rs-..:.v. TNT 




-» V r:.\c^vr. 





2. r.Z-.r.i*.^^ fAYrX.'.ri" -CGiN at 5Ta<;T cr F:r;JT hCNTM. 



b) .Fixed monthly payment 



300 



I II 1 ...1 \\ .■r:.:UMLy ! rilNTMLY \ \ KT^.I^LY I MJ-lTriLY Ii K.T.TIILY I MO:j:HLY II Mi'r..'iJ^Y i .'-.SNTHll | 

i:;.-,.-.ccD: r A*-:'.Tr ;j j f.'."i»r-.-..a5 if.> .'ht:?nj 1 n-.-.rni.-.Tj if ,"i.rt::f;Ty i •rAY.rc»;Ti ik.-.t.-.j.-.u iif-'j-^l-.-t:: ifAYr.r.vr^ i 
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3C9G2 



3:r 



26351 



r 



c) Variable term and payment 



1 : 



D r.CN'TKLY TAYHr*:: 

2C0 



3G0 



I TC"-.L n-'-*-::- rr::-,:;... r.p 1 i.vurrrf-. criror.M. or t iKjjt: okito:.'.;. c- cfitct.-;. o- iir 

if;*..,-. 1:, J r.-:;rr 1?*^ ?:":.-.:r I IPAY-.t*?:: i' IF fS^l IF AYr-Cf^rr |FV«\'K£fJT5 Ijr.^Yrt.'.TJ iFAYhrlNTJ IIF'^.'r 

, - - •> 
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3 




2 


:»:.3 




r.cz 
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1 c- " 




1 • J 


5 




1 Dt.* 


r- 
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: 1 




e 


■ 1 : ; 




: ; ■» 


6 


» »v 




i::23 


: •- ^'i' 






! 1 




•? 


1" * ■ • \'t 


7 


re - J 


s 






in 




I** 


2.' ;.i. ' 


\ 1 




9 


2'j ' . . 


I) 














13 




1 1 


31 to 


9 


3 J? 2 


3*; "> . 




" : 




3V.-.0 


1 


■. /■ 


1 ^ 




1 1 


3-2." 




JO 


^ ■ : . -. 




■•. 1 V • 






I 1 


' V > 


1 2 


41^,7 










4 


20 




M> 




1 4 


4/1 4 




:7 




2n 






/» 


IC 


531 7 


1 c 


S2e»6 
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APPENCJiX V 



Parent Loan Program 
Cash Flow and Costs 
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?/ 1 TO 
tC/31 
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'1/1 TO 1 1 
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Estimating Manageable Educational Loan Limits 
for Graduate and Professional Students** * 

4. 

EJwight H. Horch' 
Introduction 



/ . • • 

Educational loan programs have become a major instrument over the past two 
decades for financing, postsecondary educational costs. In ret^tospect the 
initial approprJ.ation of $60 million in fiscal year 1959 for the National Direct 
Student^Loan Program, the only federil loan program in its time, seeVs trifling 
in conttast to current Borrowing levels, which approached $1.85 billion for the 
myriad of federal loan programs in fiscal year 1976. 7 

. Loan programs have evolved over the .years 'in response to increasing eosts 
at both the undergraduate and post-baccalaureate levels and to perceived socie- 
/xtic^f^'^^ ^"'^ political pressures. The National Defense Student Loan Program 
(NDSL), for example, was created in the post-sputnik era to accelerate post- 
secondai^y training. The Guaranteed Student Loan (GSL) Program, on the other 
hand, was enacted to ease the financial burden of coi;ege costs on middle income 
families, as an alternative to tax cred-its.' Other ioan programs on the 
financial aid landscape Include the Nursing Loan Program, the V.A. Educational 
Loan Program, and the ^Health Education Assistance Loan (HEAL) Program for 
prospective physicians. . 



The importance of loans is underscored by the fact that some $1.3 billion 
were borrowed in 1976 by students through the Guaranteed and Federally Insured 
Loan Programs. On an individual basis it is reflected in average borrowings of 
students, which can only be Expected to increase in the future. A recent 
survey of 70,000 postbaccalaureate students in the 1977-78 Graduate, and Profes- 
sional SchoGl Financial Aid Service population, reyealed . that almost one-half 
( 47 percent) reported they h ad borrowed some amount during their undergraduate 

^ John F. Morse., "How We Got Here from There - A Personal Reminiscence of khe 
Early Days in Student Loans; Problems and Policy Alternatives . College 
Entrance Examination Board, New Yotk, 1977, p. 13. 
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years^. J^id for those unmarried students who had^orrowed, the median w cumulative 
educatioflal debtd were as follows: ^ { . 



Year in GradtjfeteV \. - , Median Cumulative 
P rofessional Schojb - " ' Educational Debt 

\ First • $ 2,684 

' ' Second . . $ 3,709 

Third $ 5,458 

\ 

Fourth $ 7,899 

.> ^ 



While these debt loads are not particularly alarming, the level of indebt- 
edness may be expected to increase in the future, for a variety of rteasons. 
Hough notes, for example, that the demand for loans, especially by graduate and 
professional students, is likely to .rise, despite" projected fut?ure enrollment 
declines. " — ^ 

y \ > 

**^agh arrives at this ^seemingly contradictory conclusion through the 
followlA« logic chain. As the flow of high sch^l graduates begins to decline,- 
enrollments in i^istitutions of liigher education may also be expected to decline. 
This will create 'ain upward push on tuitions, to the exte^ that the volume of 
^students declines ^nd the fixed cost base for tenured salaries remains constant. 

As costs esc^O^te, pressures toward debt financing |fill mount at the 
graduate and ^prof jBSsional level in the absence of govemmentrlntervention in the 
form of uncateglricaj.v grant assistance to institutions or grant assistance to 
students.-' * V • ^ 

There is a. gr6wing concern that increasln^^ebt burdens will create in- 
creasingly serious repayment problems for students in the future, and may have 
unintended pervasive consequences — such as income maximization behavior of' 
borrowers — that may conflict with broader social goals. For example, ^ngress 
recently enacted the Health Education Assistance Loan Program with a maximum 
aggregate loan limit of $50,000, an (unsubsidized) 10 to 12 percent interest 
rate, and a 15 year repayment period. While it can be argued that the income 
profiles of physicians permit absorption of this level of indebtedness , it can 
also be hypothesized that heavily indebted physicians may opt for practices in 



D.H. Horch, "Need Analysis at the 'Graduate and Professional Level: Who 
Needs It"? Paper prepared for the Student Loan Marketing Association Symposium 
on Financing Graduate and Professional Education, June 1977, p. 53. 

Lawrence A< Hough, Introduc^^n to Student Loan Marketing Association ' 
S3nnposium on Developments in Flouncing Graduate Education. 
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moTj lucrative nonshortage areas*. Another possible consequence of high debt 
levels for physicians is a further upward push on their prof esslx)nal fees. 
Similar types of behavorial consequences of borrowing can be hypothesized for 
other professions, such as la\^ or business. > 
* •■•^ « 
The growing importance of loans as an instrument for financing graduate and 
professional study, and the concern over ^tj|ie . repayment .i 1^ they entail,' 

suggests the need to develop a methodology #f or"^"*6i'§'tlniating loan limits that are 
not overly burdenso^^e. 

The balance of this paper is devoted to developing alternative definitions 
of manageable loan limits, and simulating loan limits for borrowers in selected 
profess ions . Because of ^the key role loans are likely to play in the yea^ 
ahead at the pps tbaccalaureate level, this study is restricted ^ to estimating 
manageable loan limits for graduate and prof essional, sjtudents . 




Manageable Educational Debts 

The question of what constitutes a manageable educat^n' debt level has been 
a vexing one, and, as Johrj^stone points out "there is little on which to base an 
answet to the question." There seems to be ' agreement , however, that the 
relevant measure of the "oppressiveness of a- debt is the relation between future 
payments and 'future income. At ^ome level, the ratio of annual repayments to 
annual income becomes burdensome." f ^ \ 

Perhaps the most definitive work in the ar-^ea ^of tolerable educational d^t 
levels was undertaken by D€rrT±ef e ^ in the 1960s. Daniere examined consumer 
expenditure profiles and c^mclud^d that families spend about 90 percent of their 
after-tax income for consumpt:^on, leaving a^ residual of 10 percent. A priori ^ 
he concluded it would' be unreasonable to expfect borrowers to devote all. of their 
residual income for educational debt repayment and suggested that 6 percent of 
bef ore-tax income, or 7.5 percent of after-tax income, could be devoted to 
retiring educational debts, without being overly burdensome. * 

Daniere concluded th^t a tolerable educational loan would be defined as one 
entailing annual repayments equal to, or- l^ss than 7.5 percent of^ an individ- 
ual's after-tax income. 

Hartman, following a different reasoning, concluded that up to/I5 percent 
of the typical college graduate's starting income, before taxes, would not be an 

_ . i 



^Bruce D. Johnstone', New Patterns for College Lending , Columbia University 
press. New York and London, 1972, p. 106. 

^Robert W. Hartman, Credit for- College , New York: McGraw Hill, 1971, p. -14. 

^Andre Daniere, "The Benefits' and Costs of , Alternat ive Federal Programs of 
Financial Aid to College Students," in The Economics and FiTiancing of ffigher ^ 
Education in the United States: A Compendium of Papers Submitted to the Joint 
Economic Committee (Washington, D.C.: U.S. Government Printing Office, 1969), 
pp. 576-578. 
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overly, burdensome educate /jW J"*^^" repayment, assuming equail ^nual^ install- 
■ mente/ He based hi^ CojiClU^^, °" ""^^ assumption that durlAg the payback 
period ,«.tjident8 might be v^-H^ r ^° a<:cept a leve} of repayments equal to the 
increasW^in their earning paVe< ''^^"Iting from a ooUege education. ^ 

Froompkin, in hislst.idy t?^^ ^ '^"^^"'^ lo^ns for Women,® used three tests of 
repayment burdens to evaluate J^^^ Repayment plans : ' 

.1. What proportion a ^^"^^^ Homan'^s annual earnings or of the family 
income of a marr^^d W'''"^" "^^^ claimed by loans of varied amounts at 
different maturiti-fis? - , ^ 

2. What proportion ^o^^i> a^]] overburdened b)! the rep-aytaent of loans, 
where overburden is "^'^ as. 6 percent of an unattached single 
woman's income a^d 3 ^'^"^"'^ °^ tH^ family income of a married woman? 

3. What proportion WC^^^ ^""^ likely^ to pay -for their loans from their 
■ own earnings? f 

Manageable repayment &tr^^^' seems, can be defined j^n a Vumber of 

^ different ways: ^ ' 

,• A manageable annual IrX^^T H ^^^^ ^"^^ not, exceed 6 percent of 

the indi-vidual's befV e^ Percent after-tax) income during the 

life of the loan (jj^ni^^ ' ^ 

• A manageable-.annu^l re/J^^"' "^^^^ exceed 15 percent of 

the individual's befot^--'^^ starting income (Hartman). 

Hartman's definition, v^i''^,/^ ^^^^ ^° fi^^^t-year, starting income, seems 
. especially -suited to equal atitj'^!, repayment installments, because ±k prohibits 
educational loan repaymenb^ exceeding a stipulated maximum percentage of 

iflcome. Tying repayment ^ /^"^'^'^^^^ °^ ^^"'^ V^^"" ^"'^"'"^ -""^ ^^^s 
ensures that the borrower r^ati rfi^ educational loan installment xluring th^ 

first repayment year. A^d^ i^n ^"^""^^ ^"""^^ repayment will 

decline over time as a prop^rti'' °^ income. ^ 

Alternatively, the ma^.^eat^^f repayment may be defined as some fixed 

proportioVof the indivicWl'^ tut^re annual income during each year, of the 
amortization period. Thu« individuals income grows througifout the 

amortization period, the llriy^A "Payments will-. gro„, but the percentage of 
income devoted to repayments wiK ""^i" constant. ^ 

Another approach to d^f i-niC^.^'v^' ""^'^f '^"'^^^ ^ manageable debt level is to 
review Bureau of Labor Stacist^" ^^^^ ^""^^^^ "^^^^^ ^ Presents compo- 

nents of the tOtree. annual LdgB^^ 1''^"'^^'"^^ an utban family of four in'autumn 
1976. There is no debt r^p^ym^^ component -within the BLS budgets, sifice they. 



7„ * 

Hartman, op cit . p. 19- 




,h Proomkin, Study^Qf Jth^^^^T^T^^^^"^^^-^^ 

d for the D^^iT^i^T^,, ^/'V.^*^""."""' ^""^ Welfare, December 1974; 
uted by National TechC^^^ Information Service, U.S. Departmfent of 



by National -fechC 
p. U. 
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represent bj^dgets required to '^^chieve these alternative living standards, 
regardless of income* 1 

^ It should be noted that the^ BLS standards are I benchmarks developed b)^ 
economists, scientists and^ technicians from goods ^d services selected to 
represent a predefined, specified theoretical level of living. BLS points out 
that "while most fami],ies that do any budgeting at aLl bas^ £heir budgets on 
current or expected income, any budget which is to be?used as a benchmark for 
economid or social measurements must take the oppo*site approach. It must be 
built up from a list of goods and services re{)resenting a specified level of 
living • When ,the cost of these goods and services has beerl^H^t®^™^^®^ > 
then possible to ascertain th-e amount of income required to cover the b^ud,get." 

The BLS budget standards do not imply that Individual familie^at spedified 
levels actually allocate their incomes in a* manner necessarily coniist^t with 
the -components of the standards • Thus, to a lesser or greater extent , depending - 
upon the budget component and the standard^ families have some ^iscr6tion in how 
they spend their incomes • 



3 Standards of Living for an Urban Family of Four , \j.S. Department of Labor, 
Bureau of Labor Statistics, U.S. Department* of Labor , • Bulletin No. 1570-^, 



Table 1/ TH%ee Annual Budgets 


foV 'an Urban Family 




^ of Four, Autumn 1976 






Component ^ 


Lower Intermediate 

0 


Higher^ 








Food 


$3003 $3859 


$4856 


Housing 


1964 3843 ' 


5821 


Transportation 
Clothing 

'» 


767 .1403 
799 1141 


1824 
1670 


Personal Care v 


265 355 


. 503 


Medical Care \ 


896 900 


939 


Other Consumption^ 


468 * . 869 


1A34 


Total Family Consumption 


8162 " 12370 


17048 


Other Items 


451 ■ 731 


.1234' 


Adjusted Consumption 


$8613 - $13;i01 


$18282 



consumption Includes average costs for reading, recreation, tobacco, 
alcoholic beverages, education, and , miscellaneous expenses. 

^Other items Includes allowanfes for gifts and contributions, life insb^^ince 
and occupational expenses. 

Source: Monthly Labor Review, July 1977, p. 35 



A review of the BLS standards In Table 1 rejjfeals two components that appear' 
to be larggty discretionary — "other consumptlon'^and "other Items." While these 
could be vle^frd as discretionary amounts which could be allocated entirely to 
annual educational debt amortization, such an assumption could conceivably 
'require major budgeting dlsloca|:lons on the part of the family. On the other 
hand,' It can be argued that an amount approximating the other consumption 
component of the respective budgets could theoretically be devoted to educa- 
tlonal loan repayments without creating an undue strain on the family budget. 
Thus, manageable annual educational loan repayment could be defined as an 
amount equivalent to the other consumption component of the respective BLS 
budget standards. ' 

The data In Table 2 present housing and otiier consumption budget componets 
expressed as percentages of the three adjusted consumption budgets. At the BLS 
lower consumption budget standard, housing co'sts represent 22.8 percent of the 
•srtandard and ot^er consumption Items represent 5.4 percent of the lower 
standard . These percentages Increase progressively to the Intermediate and 
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higher standards., Note the fact that the other consumption component represents 
between 5> 4 and 7.8 percent of the respective budgets, a range that encompasses 
Daniere s 7.5 percent figure. 

^ For purposes of this study, manageable debt repayment is defined as an 
amount equivalent to the other consumption component of the respective BLS 
budget stariciards. it should be pointed o/t that the total adjusted consumption 
budgets in Jahle 1 exclude federal, state, FICA and local taxes. As such, they 
represent inc«^e aftep taxes (effective income) needed to achieve each of the 
three budget standards. , . 



Table 2. Housijng^and Other Consumption 
Adjusted Consumptions Budgets 

— Ai^^ 


' Expenses 
at Three 


Expressed 
Levels of 


as Percentages of 
Living, Autumn 1976 


Component 




Lower 




Intermediate Higher 


Housing^ 




22.8% 


S 


29. 


3% 


31.8% 


Other Consumption 




5.4% 


6. 


6% 


7.8^1 


Housing plus Other 














Consumption 

I— : ^ 




28.2% 




35. 


9% 


39.6% 



If one accepts this definition, the question becomes , "Given a knoVn annual 
income, how c^n the^ annual manageable? educational loan repayment be estimated?" 

Using the data in Table 1, it is^ possible to construct a progressive 
schedule that, at each of the three budget standards, yields expected annual 
repayments equal to the Other Consumption component. For example, The^ Other 
Consumption component (or manageable repayment) represents 5.4^ercent^f the 
lower budget standard' ($8,610), or $465. At the moderate standard, it Is $869 
($465 from the lower standard plus 9 percent of the difference between the 
amount of the lower and the intermediate standards.) 

Table 3 presents a progres3ive .schedule which was constructed to estimate 
manageable debt repayment from 1976 effective income (incomie afteov^xes). At 
double the BLS higher standard the manageable anaual repayment wasyassumed to be 
three times the repayment at the higher standard. ^Csjf ' 
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Table 3. Formulas f or Estiinating Manageable Annual 

/■ In Autumn 1976 Dollars, 

y ' ^ 


Educational Debt Repayment 


Autumn 1976^ 
effective income (EI) 


Manageable Annual 
Educational Debt Repayment 


$ 


0-8,610 


5.4% of :EI 


$ 


8,611-13,100 -u^ 


$465 plug. -^of EI in 
excess of $8610 


$ 


13,101-18,280 


$869 plus 11. OJ of EL ^ 
in excess of $13,100 


$ 


.18,281-over 


$1,439 plus 15^7% of EI 
in excess of $18,280 


1. 


Effective income « Adjusted gross income less 
^ taxes, FICA taxes, and state and other taxes* 


allowance for U*S. income 



Effectively, the above formulas reisult in expecting the following propor- 
tions of after-tax income for educational debt repayment: 5.4 percent at the 
BLS lower standard, 6'>6 percent at the BLS intermediate stands^rd, 7*9 percent at 
the BLS higher standard, and llf7 percent at twice the BLS higher standard. 

C ■ 

Since educational loans^ are t^j^ald from the student's future income, th€ 
ability to repay educational debts can be viewed as a function of the student's 
future income stream during the amortization period To estimate aggregate 
manageable educational loan repayments for graduate and professional students, 
age-earnings profiles must be taken into consideration. The Bureau of the 
Census periodically "Estimates the mean income, lifetime income, and educational 
at^tainment of men in the United States. One of the groupings for which these 
data are available is for men with five years or more of college. 

r Mean incomes for this group, in 1972 dollars, are^preseiited by age in Table 
4. - This table reveals that the mean income in 1972 djollars for 26 year old men*^ 
with five years or more of collegi was $11,104. The dat^ in the "ratio" column 
present mean incomes at each age expressed* as a ratio of the(' income for the 
respective age group to the mean income at the base age of 26. Age 26 was 
chosen as the base for this group because it is the earliest age kt which the 
^»^£rity of graduate/professional borrowers in four year educational programs 
wouITI begin repaying their loans, assuming a grace period. 
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Table 4. 



Age 



IP 

28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44, 
4 

46 
4 

48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 



Estimated Mean Income in 1972 Dollars at Present Age and 
Age- Earnings Ratios for Males with Five Years or More of 
postsecondary-Sducation 





Income 



Ratio 



11 in/. 




f 


1.00 


11 R^A 






1.07 


19 S77 






1.13 


1 o 970 






1.20 


lA QA 1 


• 




1.26 


1 A Sfll 






1.31 


IS 1 Q A 
X J , X 






1.37 


1 S 770 






1.42, 


X 0 y J J / 






1.47 


XO y 000 






1.52 


17 "^71 
X / , J / X 






1.56 


1 7 8Afi 

/ J OHO 






1 .61 


1 Q 90 
xo y jLyD 






1.65 


1 w 7 1 

XO , / X J 






1.69 


1 Q 1 OR 

X 7 y XUO 


*• 




i-72 


1 Q A 7 /. 






1. 75 


1 Q fl 1 9 
X 7 y 0 X Z 






1. 78 


9n 1 9 
zu, XZJ 






1.81 


9 n /. n A 






1.84 


9n fifii 
zu y 00 X 






1.86, 


9n flon 






1.88 


9 1 non 
zx , uvu 






1.90 


91 9fiA 

zx y ZOH 






1.92 


91 AflQ 






1.93 


91 f^OQif 

zi , :)zt5(^ 






1.94 


91 A 1 fl 
Z X y Q XO 




1.95 


91 Afl9 






1.95 


21,718 






1.96 


.52,726 






1.96 


21,707 






1.95 


21,660 - 






1.95 


21,586 






1.94 


21,485 ■ ^ 






1.93 


21,356 "^^ 






1.92- 


21,199 






1.91 


21,015 






^.89 
1.87 


20,804 






20,565 " 






1.85 


20,298 






1.83 



Sturce: U.S. Bureau Of the Census, Current Population Reports . 
Series P-60, No. 92. 
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The census data suggest that income wil grow (in 1972 dollars) as a futip- 
tion of age by 7 percent from age 26 to 27, by 13 percent form age 26 to age 28, 
and so on. The income of males y±th five years or more of college may be 
expected to grow by 52 percent between ages 26 to 35 (first 10 years), and by 86 
percent by the twentieth year (age 45). 

* In measuring aggregate manageable debt repayments, which will be made from 
future incomes, the impact of inflation on income should not be ignored. 
Accordingly, the projection of furture income streams should account for both 
inflation and cross-sectional income growth. 

The data in Table 4, therefore, need to be updated to reflect inflationary 
effects from 1972 to future repayment years. Students entering four-year degree 
programs in 1978-79 would not be expected to begin repayment of their loans 
until the beginning of 1983. For this reason, the 1972 census income^ data need 
to be updated through 1983 for inflation. Actual and projected Consumer Price 
Index (CPI) increases for thi^ period 1972 to 1983 are presented in Tabl6 5. 
Based on the actual increase in the CPI from 1972. thyough 1976, and" projected 
increases through 1983, it is estimated that the CPI will increase by 103.9 
percent for the period 1973 through 1983. Therefore, the average/l972 income of 
$11,104 for a 26-year-old male with five or more years of colle^, when updated 
for CPI increases to 1983, becomes $22,641. Further, the ^a^^^ge 1972 before- 
tax income of $16,337 for a 34 year old would grow to $53,0>Z in 1991, assuming 
inflation of 103.9 percent from 1972 to 1983, and a 6 percent inflation rate 
thereafter. Long-range estimates of rises in the CPI are subject to consider- 
able uncertainty. Therefore, for purposes of estimating manageable debt 
repayments from future income streams, it might be preferable to assume a .lower 
rate of inflation. This would' result in the yielding somewhat more conservative 
estimates of ability to repay from future incoife streams. 
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Table 5. 


Actual 
1972 to 


and Projected Rises 
1983 


in the Consumer Price 


Index (CPI): 


Year 




CPI 




^^l^rcent Increase 
(1972=Base) 


1972^ 




125.3 






1976^ 




170.5 


J 




1977^ 




--f 18 1.6 


/ 




1978 




192.1 






1979 




202.7 






1980 




213.8 






1981 




228.4 


§ 





1982 24U2 



1983 255.5 



92.3% 
103.9% 



1 ^ 
Sfurce: Monthly Labor Review, August 1977 

2 * 

Source:- Data Resources Inc. Predictions of National Price and Wage 
Increases* 



Table 6 presents estimated earnings profiles and manageable annual and ^ 
cumulative educational debt repayments for 10 and 15 year amortization periods, 
assuming repayments begin in 1983. For this analysis, th^ census age-income 
ratios for males were assumed to be representative of earnings profiles for the 
universe of graduate and professional students. 



1 



10^ , 

To the extent that there may be significant differences in starting salaries 
and age-income ratios (growth profiles) among students in various disciplines 
and between men and women, one would expect manageable debt loads to vary 
among disciplines and occupations and between sexes. Moreover, to the extent 
there may be differences in cross sectional income growth rates among racial 
and ethnic groups, different manageable debt loads would be Implied by the 
approach. 



39 



EKLC 



4 .J 



Note that manageable annual debt repayments .were computed for each year 
using the "effective" or after-tax income formulas presented in Tlible 3, updated 
for inflation. Just as inflation of income neeeds to be accounted for, so too 
do inf laCionary impacts on the repayment formulas them^jlves. Formuil^as for each 
future year were, therefore, indexed for inflation. Effective income was 
defined as adjusted annual, income (i.e., adjusted for inflation and age growth) 
less the sum of estimated federal income taxes, FICA taxes and state and other 
taxes. The allowance for state and other taxes is 8 percemt of adjusted income, 
the amount allowed by uniform methodology fianancial need analysis procedures, 
for famlies whose total income exceeds $10,000- 



t 



11 



See Appendix A, 
schedule* 



formula 3, which was used to 



11^ 



ex» the 'annual repayment 
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Table 6. Estimated Earnings ;>rpfiles and Manageable Annual Educational 
Loan Repayments for Males with Five Years or More of College, 
Assuming 6 Percent Inflation After 1983 



Loan 


Year ^ 


Before Tax 
Income in . 
1972 Dollars^ 


After Tax 
Income In 
Current Dollars 


Manageable 
Annual Loan 
Repayments 


Cumulative 
Repajnnents 














(1) 




^11 in/. 


'''Tr67T27 


$ 988 




(2) 




• 1 1 Q c/, 


18,003 


1,129 




/ 0 V 


1 O O C 

1985 


12,577 


19,795 


1,261 








13, 273 


21,803 


1,410 






1 987 


1 O Q/, 1 


23,720' 


1,550 






1988 




25,543 






(7) 


1989 ' " ' " 


i ^ 1 OA • 


27, 560 


1,823 




\o) 


1990 


15,779 


. 29,510 


1,966 




(9) 


1991 






2, 122 


10 Year 
Amortization 


(10) 


1992 


16,868 


33,921 


2,293 


($16,221) 


(11) 


1993 


17,371 


36,218 


2,460 




(12) 


1994 


17,846 


38,902 


2,663 




(13) 


1995 


18,295 


41,594 


2,862 


15 Year 


(14) 


1996 


18,715 


44,500. 


3,079 


Amortization 
$30,575 


(15) 


1997 


19,108 


47,396 


3,289 . 





Assumes entry into a four-year graduate/professional program in 1978-79, 

"^"^ S^^^e period, and repayments beginning in 



1983. 



'Source: See Table 4-. 



Assumes 103.9 percent rise in CPI from 1972 to 1983, and six percent annual 
increases thereafter in be^ore-tax income. After-tax income equals income 
less allowances for f ede?EL-taxes , state and other taxes, and PICA taxes. 
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The^far right column of Table 6 presents t\ie cumulative manageable repay- 
ments at the tenth and fifteenth years. The outcomes .^f this analysis suggest 
thaty given a 10 year- repayment period, aggregate repajnnents, graduated to 
income, of $16,221 would be manageable; given a 15-yeaV ^ort'ization period, 
aggregate repayment s' . of $30,575 would be manageable.l It is extremely 
important to note that these .statements assume annual repayments are scaled to 
income and an 'inflation rate of 6 percent. Without sirch scaling, the student 
amortizing a loan in equal linstallments could be expec^Ced to repay more than a 
manageable- amount during the first years of repayment. I 

The chart on the next page illustr-ates the ability of selected professional 
groups to make annual educational loan repayments over a 15 year amortization 
period. The chart"* demonstrates, on average, little difference in ability to 
repay educatiojial loans of doctoral scientists and engineers, and males with 5 
or more years of college. ' Moreover, tjie ability of lawyers and »physicians to 
repay educational loans is not markedly different, if physicians "are required to 
begin repayments during i^nternship and residency. Not surprisingly, if 
physicians are permitted to be^in repaying educational loans after the residency 
period the^^ appear as a group, to theoretically have the abil/ty to make the 
largest annual repayments^ v / 

^ Conversion of Cumulativ^e Repayments from Future Income into Manageable Loan 
Principal Limits ^ ' 

In the preceding section* a methodology was presented for measuring manage- 
able aggregate educational loan repayments as a function of future income 
profiles for a grpup that may approximate graduate and professional/ students as 
a whole. . 

*■ ' ' 

Having prj^^sehted this methodology, the question becomes, "What is the 
aggregate tolerable ' loan .principal (as opposed to repayment)^ given manageable 
aggregate repaymjsnts? " Naturally, to answer this question, the repajpnent period 
and the interest rate must be stipulated, because repaymentSj^ 'include both 
principal and interest^.. 

■ / 

'Table >7 presents a general formula for computing toA:al pnincipal, given 
monthly repayments, interest rate,. and number of months in Ithe repayment period. 
Table 8 presents denominators for the formufa for different repayment periods 
and interest rates. Table 9 converts the cumulative manageable repayments 
developed in Table 7 into total tolerable debt principal, for a 7 percent 
li>terest-bear Ing loan repayable. in 10 or 15 years. ^ 



12 



J were used to determine ^cumulative manageable 

.. ■ 
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ESTIMATED MANAGEABLE GRADUATED EDUCATIONAL LOAN REPAYMENT 




2. 4 ■ 6 ^ ^ 8 10^ ' 12 14 49 

repayment' year ' . 



Table 7» Formula for Computing Total Principal Given Monthly Repayments 

(Including Principal and Interest), Interest Rate, and Repayment 
Period. 




Y « Number of years In amortization period 



R =■ Interest rate 
NM » Number of months In repayment period 



Table* 8. ^.y Formula 

— 


Denominators by Amortization Period and 


Interest Rate. 


Amortization 




Interest Rate* 




^ Period In 
Years 


3 Percent 


7 Percent 


10 Percent 




.0096575 


.0116117 


.0132152 . 




.0069067 


.0089889 


■ '.0107461 


20 


.0055467 


.0077534 


.0096503 






K 


V 

f 




* 







- 44 - 

So 



ove 
converts 



The data in Table g ^ug/^'^ repayments of $16,221 would be manageable 

r a 10 year amorti>^tt* ^ P^/^i^, / bearing 7 percent interest 
/erta int« a loan ptiACiC^^j", °\ ?t^'t V,, fff'"'^ differently, the arialysis 
suggests that^ an aggregate ^^^"^'^ °^ ^^^V^"^^ the universe of graduate 

and professional student, ^ manageable loan ceiling for a - 10 year 



amortization Iperiod. a,^tjai^45^^pSfats_are^^ 

amortization period i'^^^^et bT appears that a $18,896 loan 

principal ceiling wdBbld ti?''' ^ ^ ^. 

The aggregate loa^ ' (p^^xV^^/^^ "^'"c^c the^Guaranteed Student Loan 

Program (GSLP) was recently ^^^^ ^^^ ^o/T^^ia^te and professional 

students. This analysi^ su^^f" "^^f $15,00o( lin,it is not unreasonable, 

provided the 10 y^^ar amoltiz^ ^^^^"'^ Extended to 15 years and repayments 

are graduated oi^V^caled. V ^ repayment schedule and a ten 

year amorti2ation>peribci oh^.^°"^'^ argue that the total debt repayment should 
not exceed 10 tim^s the^mg^t^^ repayment during the first year of repayment. 
, If the required equal moZthiy ^^^tallment exceeds the manageable monthly repay- 
-^ment the first yeav , on^\i>i''^^^^^^ personal and social 

consequences, such' k- dgf^ulf ',2^^^^ ^^^Wng this line o£ reasoning- 

for the example in Table 6 . ^ f ^^^^ r ^^f'^^Sate gSL loan principal limit for 
males with 5 or. more y^^fs Vut"??^^!^ ^''^ ^"i^ing, given an equal jnonthly 
repaymerit schedule, woul^j t»e ^ " ^ ' ' ^ 

+ - -Olli^l? = $7,090 




The preceding example hi^^^^^'^^ importance of permitting graduate and 

professional GSL Progra^ ho<''Trf. u °^ graduated repayments, and 

suggests that the amorti^ tlc;^^ should be extended to 15 years' for Jhogd 

borrowing in excess of ^7,100'^-"''^''^ ^^""^ ^° manageable annual repay- 

ment column of Table 6 , V t ' that annual Gsl repayments, if graduated 
to allow approximately a AO^^^K^ , annual payments from the first to the tenth 
ye'ar of repayment or a triPl^^m T"" '1^ first to fifteenth year, woUld result 
in a manageable repayment^t,/" ^^^^^ "^^^ ^ °^ more years of postsecond^ry 
education. *w 



1/ ; 



< 
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Tajjl-i^^S^ Convers.toa.p€/^a<iageabJ.e repayments Into ty, 

K prii;^cipaL foir* alternative amortization pe^ 

7^ for 'mali^s WiVh-.S or more years of postsec 

* (Assumes 6 percent inflation after 198<J)/ 





ijigeable loan 
'^7% interest, 
education. ^ 



Item 



10 Years 
(120 Months) 



15 Years 
(180 Months) 



Total Manageable 
Repayment 



Average Monthly 
Repayment 

Formula Denominator 



Total Manageable 
Loan Prin(^ipal 



$16,221 



1 



$135.18 



.0116117. 



$ll,64r 



$30,575' 



$169.86 



.0089889 



$18,896^ 



1 



Source: 



Tab 



le 6 



"Source: Table 8 ^ 



'computed ae follows: Montly repayments dl?^ded by formula denominator. 



The pjreceedlng example reveals that several variables impinge upon the 
assessment of**Stanageable educational loan principal limits:. 

• Length of the amortization period 

• Interest rate 

•\ Shape of the age-incomi profile 

• Assumed inflation rate in future years 

• Equal' installment or graduated repayment option (GRO) schedules 

• Starting sala^ry | 
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*In .summary , the methodology sugge^tfed for. estimating manageable educational 
loan principal limits for eqral install^nt repayment plans is outlined below: 

1- Mean, starting income in constant dollars is updated f or ^f lation to 
- the year in which repajrment will begin. - . 

2- Effective starting income in current dollars is computed as the differ- 
ence between current befoare-ta^c ^starting income le^ allowances , for 
taxes* (federal, FICA, stat^ and other). ^ 

3« Reipayment formulas (Table 3), indexed for .^inflation to the first 
repayment year, are applied to effective income to estimate the manage- 
able repayment during the first , repayment year of repayment. 

4. Manageable annual repayment based on first year effective income is 
multiplied by the number of years in the repayment period, and 'is -then 
converted into a manageable principal limit . Principal limits will 
vary depending upon the stipulated ifiterest rate and length of the 
amortization period. 

For graduated repayment optio!^ (G»p) plana, the six" step method for 
estimating manageable iloan principal limits is summarized as follows: 

1* Mean starting income in Cjinstant dollars is updated for inflation to 
the year in which repayment will begin. 

successive repayment years, mean starting salary is adjusted for 
inflation and cross sectional erovth rates. 

■ . • 

3. Estimated *ef fective incom^*^r each repayment year is calculated as the 
difference between befor^e-taJS income and federal, FICA,' and state and 
other taxes. 

* r 

4. The manageable annual repayment formula (see Appendix A, formula 3), 
indexed for' inflation, is applied to effective income for each repay- 
ment year . • 

5. Annuai repayments are summsiiN across the amortization period to deter- 
mine aggregate, manageable repayments from future income. 

6. Aggregate manageable repayments are converted to manageable principal 
limits based upon the stipulated interest rate and length of the 
amortization period. - ^ 

J ' ^ 

Because starting incomes and cross sectional income growth rates vary among 
graduate and professional ^sciplines, there is no sin^e answer to the manage- 
able loan principal question. As will become more apparent in the next section, 
one set of loan program features (interest rate, amortization period, scaling of 
repayments to income) may yield educational loan principal limits that would be. 
manageable for one di^ipline, but not another. 

} 
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Manageable Educational l^oan Principal Limits for Selected Professional Groups 

- To test the •sensitivity of the methodology for estimating manageable 
- educational .loaij principal limits, an interactive computer modal was developed. 
The model allows the user to stipulate the following variables: starting income 
in (Current dollars, age-income growth^-fatlos, inflation rate, interest rate, and 
number of years in the pay-bacjk period. It then computes manageablepj^ducational 
^ebt loads using the formulas in Appendix A. . 

d e ■ . 

A series of simulations werft run to estimate manageable educational loan 
principal limits for each of the following groups: ^ 

Males with 5 or more years of college 

• Law students 



• Medical students, assuming repayment begins during internship 
^ • ^^^dical Students, assuming repayment begins after residency 

• Doctoral scientists ^nd engineers. 

I The simulations, drew upon income profile data than, were readily available 
frjpm previous studies b^ other researchers. In addition \p simulations ^sed on 
Bureau of the Census d^ta for males with 5. or more years otycollege, the simula- 
tions for Lawyers, utilized income profile data published ^y the Massachusetts 
•Bar As^cL^ion," those for doctoral scientists and engineers drew upon data 
published by the National' Academy of Sciences; and unpublished income data from 
the Institute for Demogrphic anci Economic Studl^ were used to simulate manage- 
able educational d^bt levels for physicians. As a result, the simulated 
manageable educational loan limits are intended to illustrate the relationship, 
between the hypothetical prospective average (mean) income of selected profes- 
sional groups during the pay-back period and their theoretical ability to repay 
educational loan6 . Because available income profile data for the selected 
professional groups may not be wholly representative, the reader is urged to 
interpret the results of the simulations cautiously. Similarly, because the ^ 
estimates of manageable debt levels are based on group mean incomes at selected 
ages, the reader is cautioned against inferring that the results are necessarily 
applicable to individuals. - * , 

The results of all ' of the simulations are highlighted in Tables 10 ^nd . 
Hi Table 10 pre§;ents estimated manageable cumulative repayments, includihg 
prirfcipal and interest, by type 'of repayment (fixed or graduated), for selected 
pay-back periods and professional ^gi?SCp%% Inspection of Table 10 reveals that, 
for males with 5 or more years of college, total repayments of :$9,900 wouid be 
theoretically manageable, given-^a 10. year amortization period and restricting 
cumulative repayments to 10 times the repayment that is manageable from the 
student's income during the first year of repayment. On the other hand, if 
annual repayments were scaled to income, the ' cumulative • manageable repayment, 
given a 10 year amortization period would be between $14,700 (if the inFVtion 
rate were 3 percent annually) or $16,200 (if the inflation rate were 6 percent 
annually) . ' T\ 



1 2 

The age-incom'^ profiles and estimated starting incomes for each professional 
group may be found Jn 'Appendices B ^through E. 

^* ■ ' 
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Tibli 10. EitlnaCed Hani^eible Cuouliclvi Repayoeate (Principal and ^^^^^^) ^1 Anortlatloa Period for Selected Frofeaslonal Groiipa 


Aiortltatloo 
Period 


?, 

Mal'ts vlth S or ion 
Years of College 


Lavyers 


Physic laoa 
(Repayients . 
Beginning after 
Residency^ 


Fyildans 
(Repayments Beginning 
In Internship) 


Doctoral Scientists 
and En^ineen 


Equal Graduated 
Repay- Repay- 
oents ^ots 


Equal Graduated 

Repay- Repay- 
aents oents 


Equal Graduated 

Repay- Repay- 
oents nents 


Equal ^^||^d 


!qiitl Graduated 

Repay* Repay- 
nents oents 


, 10- Years 
IS Tears 
20 Years 


$9.9 5U.M6.2' 
m $25.8-30.6 
$15.» $39.4-50.8 


$8.9 $20'.9-23.4 

« a 

$13.4 $41.7-50.8 
$U.9 $J0.9-95.] 


$22.0 $39.1-44.2 
$33.0 $77.5-96.7 
$44.0 $134.3-186.9 


$15.6 $40.4-49.6 ■ 

< 

$20.8 $73.9-101.8 


' $12.9^ $16.7-18.3 
$19.4 $28.3-33.4*' 
$25.8 $42.8-55.'l . 

4 


1 • 
Lower Halt assuaes 3 percent annual Inflation- rate ;^ypper Unit assuies 6 percent annual Inflatl 

■ - » 


on rate. 

1 




The following findings emerge from the data in Table 10. 



• Given equal monthly repayment schedules, physicians could repay more 
than any other group, assuming their repayments begin after residency . 
Doctoral scientists and engineers follow physicians in their ability to 
manage equal monthly . repayments, due * to their relatively high starting 
incomes^ Interestil^gly enough, heavily indebted 'law students would 
appear to be least well served by equal monthly schedules, due to their 
comparatively lower first year incomes. 

{ 

• .if repayments were graduated to prospective income, the ordering by 
ability to repay wonXd be physicians, followed by lawyers, followed by 
doctoral scientists and engineers.- The reordering of lawyers and 
doctoral scientists and* engineers is due to^he shape of their respec- 

c>ive future income profiles. Lawyers ^ on average, appear to begin at 
lower starting incomes than doctoral scientists and engineers. The rate 
of income growth is much steeper for lawyers; hence, their ability to 
\repay educationaJ, loans, where repayments are graduated to income, is 
greater on average than doctoral scientists and engineers. ^ 

Table 11 presTents aggregate manageable educational loan principal borrowing 
limits by interest rate within amortization period for selected professional 
groups. ' . 

For sak.e of convenience, the results for each grpu^'shown ■•f^i Table 11 will 
be discussed separately. ",f>/ 

Males with 5 or more years of college ^ - I 

^, For males with five years or mor'e of college, it appears that $8,500 
would represent a manageable level of borrowing for a 3 percent interest-bearing 
loan repayable in equal installments over ten years, such as National Direct 
Student Loans. For a 7 percent loan repayable in equal installments over 10 
years, such as Guaranteed . and Federally Insured Student Loans, a limit of $7,100 
would be manageable. The lower limit for the 7 percent loan is due to the 
h-igher interest rate. 




TABLE lU EitlMted Atgrggice Minigtable Educatloiul Prladpal Borrowing Lblts for Equil Inatallinent and Graduated Repayment Option (GRO) 
tor Selected ProfeaaloDal Groupa (Aaounti In Thoueanda) 



length of Repayioent 
Period/Interest Rate 



10 Year AnortUatlon 

31 Interest 

;i Interest 

lOI Interest 
15 Year toorttzatlon 

3Z Interest 

71 Interett 
' lOI Interest 
20 Yeir Amort iMt Ion 

3Z Interest 

71 'Interest 

101 Interest 



Aiiuoed Year In which 
Rvpaynents Begin 



Eitlnated Income 
During First Year 
of Repayment 



Males with 
5 Yrs or More of College 



5 8.5 
S 7.1 
$ 6.2 



$14.8 
$lb.5 
$ 8.5 



Equal Graduated 
Repay- Repayment 
nents Option (GRO) 



$12.6-14.0' 
$10.5-11.6 
$ 9.3-10.2 



$11.9 $20.8-24.6 
$ 9.1 $16.0-18.9 
$ 7.6 $13.4-15.8 



$29.6-38.2 
$21.2-27.3 
$17.0-21.9 



1983 



Lawyers 



Equal Graduated 
Repay- Repayment 
ments Option (GRO) 



$ 7.7 
$ 6.4 



$18.1-20.2 
$15.0-16.8 



$ 5.6 $13.2-14.7' 



$10.7 
$ 8.2 



$33-.5-40.8' 
$25.7-31.4 



S 6.9 $21.5-25.3 

*. 

$13.3 $53.2-71.9". 
$ 9.5 $38.1-51.4 
$,|.7 '$30.6-41.3 



I9B2 



$2^.0 



PhyBlclans: 
Repayments 
Beginning after 
Residency 



Equal Graduated 
Repay- Repayment 
oents Option (GRO) 



$18.9 $33.7-38.1 

$15.8 $28.1-31.8 

$13.8 $24.6-27.9 

$26j^ ,$62 .3-77.' 

.$2Qj4 $47.9-59.. 

$17.0 $40.1-50.0 

$33.0 $1;00.9-140.4 

$23.6 ?72.2-l<)0.5 

$19.0 '$60.0-80.7 p 

f 



1987 



$47.6 



Pyslclans: 
Repayments Beginning 
In Internship 



Equal Graduated 
Repay- Repayment 
ments Option (GRO) 



$ 9.0 
S 7.5 
S 6.6 

$12.6 
$ 9.7 
$ 8.1 



$16.5-18.4 
$13.7-15.3 
$12.0-13.5 

$32.5-39.9 
$25.0-30.7 
$20.9-25.7 



$15.7 $55.6-76.4 
S11.2 $39.7-54.7 
$9.0 $31.9-43.9 



1983 



$23.5 



Lower limit assumes 3 percent annual Inflation rate; upper limit assumes 6 percent inflation rate. 



Doctoral Scientists 
and Engineers 



Equal Graduated 
Repay- Repayment 
ments Option (GRO) 



$11.2 $14.4-15.8 

$9.3 $12.0-13.1 

$ 8.2 $10.5-11.5 

$15.6' $22.8-26.9 

$12.0 $17.5-20.6 ■ 

$10.1 $14.6-17.3 

$19.5 $32.4-41.4' 

$13.9 $23.1-29.6 

$11.2 $18.4-23.8 

1983 




These two findings suggest the advisability of (a) considering extension 
of the NDSL repayment period from 10 to 15 years for graduate and professional 
students, if repayments are in equal installments, and (b) reviewing both the 
length of the pay-back period and the equal installment norm for the^Guaranteed 
Student Loan Program. 

If repayments were scaled to income, it appears that total borrowir^s of 
$12,600 to $14,000 would be manageable for graduate and prof essional students 
under the National Direct Student Loan Program, given a lO-^ea^^ repayment 
period. Thus, one option would be to extend the NDSL loan maximum f;r^$10/000 
to $15,000 and include a graduated repayment option for those whose debts exceed 
$8,500. 

These data also seem to suggest the advisability of considering revision of 
the Guaranteed Student Loan Program to permit postbaccalaureate students to 
borrow up to $16, 000-$19,000, and to provide them the option of graduated 
repayments over 15 years if their debt exceeds $7,100. 
y ^ 

Whether repayment periods should be extended to 20 years for graduate and 
professional students is debatable* Extension of the p^y-back period to 20 
years could have the curious result of expecting this generation of graduate and 
professional students tq simultaneously repay their educational loans and 
contribute towafd theh: offspring's education§i costs. _It Should be noted 
however, that such an extension would significantly inc reas^ manageable load 
principal limits. * 1 

* / 

Law Students ' . .' 

It was pointed out earlier that heavily indebted law students because of 
their relatively modest starting incomes, would appear to be least well served, 
particularly' during the fi^Ft repayment years, by equal installment loans. 
Their manageable aggregate loan principal for equal installment loans, when 
restricted to a proportion of the .average first year salary, ranges from a low 
of $5,600 for a 10 percent, 10 year loan, to. $13,300 for a 3 percent, 20 year 
loan. On the other hand, because of lawyers' typically more rapid income growth 
experience, graduating repayments to income would enable them to borrow 
considerably more, yet result in manageable annual repayments. For example, the 
analysis in Table 11 suggests that law students could comfortably borrow between 
$18,100 and $20,200, for a ip year, 3 percent loan (such as NDSL), provided 
repayments were graduated to prospective income.. From the - perspective of 
lawyers' income ' prof iles , it appears as though the current Guaranteed Student 
Loan aggregate borrowing limit of $15,000 is manageable at 7 percent interest 
and 10 years for pay-back, provided, repayments are scalded to income . On the 
other hand, it appears that extension of the GSL pay-back period from 10 to 15 
years, and graduation of repayments to income, would increase the manageable GSL 
principal limits of law students to between $25,700 and $31,400. 

Even at a 10 percent interest rate for a 15 year pay-back period, a indebt- 
edness of between $21,500 and $26,300 would not appear to be overly burdensome 
for law students, .on an income graduated basis. 
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Medical Students 



Despite the faqt that the future income expectations for physicians are 
typically higher thaa tho^e for the other groups in this analysis, it does not 
follow that physicians have unlimited ability to repay educational loans, nor 
does it follow- that they have infinite manageable educational debt ceilings. As 
with other prof essional groups for whom debt level analyses were conducted, 
whether a given level of educational debt is manageable for medical students 
depends on the terms and conditions' of the educational loan program. The data 
in Table 11, for example, indicate that a manageable debt for medical students 
ranges from $6,600 for a 10-percent, 10-year equal installment loan (if repay- 
ments begin iji internship) to $33,000 for a 3-percent, 20 year equal installment 
loan (if repayments begin after residency). 

In terms of specific loan programs, which typically offer equal installment 
terms, it appears that the manageable limits for medical students are $9,000 for 
NDSL, $7,500 for GSL , or $17,000 for a 10 percent interest-bearing r^an. 

The new Health Education Assistance Loan (HEAL) program allows medical 
students to borrow up to $50,000, at a 10 to 12 percent interest rate for 15 
years, and allows them to defer repayment for up to three yearp of residency. 
However, it contains no provisions for 'scaling repayments to income. If repay- 
ments were staled to physicflns' income, a $40,000 to $50,000 limit would, on 
average, probably be manageable. Without such scaling, a $50,0.00, 10 percent 
interest bearing HEAL loan, which converts to a equal monthly installment 
payment of $-537,-^-would likely be burdensome for physicians during the initial 

repayment years. ^ ^ 

«» ■ 

Science and Engineering Students ^ ^ p ^ 

The estimates of aggregate manageable borrowing limits for doctoral 
scientists and engineers range, for an equal installment loan, from $8,200; :< 10 
percent, 10-years) to^ $19,500 (3 percent, 20 years). Given curi^lltit program 
features, either $11,200 in NDSL or $9,300 in GSL borrowing would be;;.theoret- 
ically manageable. 

The results in Table 11 also suggest that increasing the GSL pay-back 
period from 10 to 15 years and scaling repayments to income would increase the 
manageable principal limits for science and engineering students to between 
$17,500 and $20,600. One interesting observation is that scaling requirements 
to income has a^ smaller effect on borrowing limits for doctoral science and 
engineering students than for either medical or law students, because of their 
comparatively lower average rate of income growth over time. 

Major Findings and Policy Implications 

This study has attempted to develop a methodology 
edcuationai loan repayments from ,the future incomes 
professional student groups. Manageable cumulative 



for estimating manageably 
of selected graduate and 
repayments were converted 



into aggregate loan principal limits, given alternative interest rates, amott- 
ization periods and repayment plans (equal installment or graduated). 



Several findings emerge from the simulations 
1. 



2. 



They are: 
• ' ♦ 

For males with 5 or more years of college the manageable loan Tim it for 
Nt)SL, given equal installments, is $8>500. Holding the. 10 yeai repay- 
ment period constant, but graduating repayments' to income wouPd raise 
the manageable NDSL limit to between $12,600 and $14,000. Gr^uating 
GSL repayments to income and extending the GSL pay-back period from 10 
to 15 years would result in \ma.nageabj.e GSL .limits of between $l6,bp6 
and $18,900, \ [ ^ ^ 

Of the groups analyzed^ h^^ily indebtW^ on 
average to be ^ess welj. . served b A equ^/^fns,tal^^^^ lo^n" repayment 
plari^ because of thVir; ^zypicall^ »nK)d^ starting itico^s^. Permitt;(ng ^ 
them the optign of ^^^epayments^ Scile^ to intbtne^ would' ra^se their 
manageable ^^bsi iimlts^ cto; ,b^tw^en;>^$18,ao^ >nd $20^200 <Sr' their GSt' 
limit ^to ' b^e4:^4feen< $115, OOp and- $16,800. - Allowing bqtb income grjdudtfed 
repayteeht^ and' ext^tid^ng t^fie amot'tizatign i>eriod from 10' to IW years, 
Wulid; raiseytKeir man^g^alfle NDSfe^; liiSit ^to _b^tween $33 , 500 and $40,80qi 
atid ttie. ma.iage|ble GSfL^ limitsf tM9 betji^^en .$25;7))0 ^d $31,400.. 




••f '''f i;!t«.dr'or ^eqigpr installme' 



rt plan, 15-year amortization 
^eable J,o^;^n ll^mijt f o r 

* ' T- X-', — ^v,- ^w^^^.ae. ]^^™pp/™G^t^N^a ixjconfe wouM 

wi, F^sult^ia a 'i%«^e.able ^Xoan ^ p Umife ib^tlfe^n $4U,l00 and 

fy^ $50,0pb?^fpT 10^--^"-- -''^ 7,^:-- Jl./... - J. . / - 



•'^rit>ifr and'' a^j^-lO-peftrcgnt interest rate. the n]^fl|^€ 
' V P^iciafafi^. is ''esVi^a^ted at $l/,'000. Seeing f^m^ 



jeric^ht , <^ l5-year /loans , t.wlt 



repaj*^ent qe^girtniag <^fter^ 




.ceiling . to between*,. $14, 400- ant^v $ 1.5; 80df the tolet/^^\e limit for GSL 
■J^l w^ould^be between $12Vd00 "^nd $1^,100. ^" ^ \ * * 

The thrust 'of v this study ha s,^ been to quartti^y^manageabif ediStation*^ lt)an • 
limits given 'p^mufatiofts of fep^ymei^r pi^ribd, > typV of' repaymen6^$phedu],e (eqi^al 
installme^it or graduated), Int^^fVlt iiata^. Inflation rate, aiid l^athetical ^ 
pfosp.ectiye iriconfe growth' prof il^fj^ -^ld'he- study is' Intended to aid^'xln discussions • 
|gf alternative'^ *ban^ policies , -^be^^^^lodn progrdtiis are an -imporjtlis^i^gr^ient • 
of cur;c^t . federal ^^oli;iy;-t6ward ;f in gVaduat^ and prof essiona^^ucation , 

A's^ra(!h^^ f nd professional ^ChOol c^sts continue their iipwarfl spiral., there 
will llkejy>fe^nic5re .pressaKe^ ^ tci increase borrowing limits .foi\| graduate aijd ' 
pxofesslonal stu^^$^s. .Ther'res'ults'^of this study suggest. that borrowing limits* 



repayment terms and amortization periods may require restructuring; otherwise 
graduate and professional students could well face an unmanageable repayment 
legacy. If loans are to play a key role in the future financing of graduate and 
professional education, and if the Guaranteed or Federally Insured Program is to 
^be the federal student aid vehicle for this purpose, then it may be advisable to 
consider certain technical changes to the program: 

(1) In order to maximize manageable debt loads of graduate and profes- 
sional students, their undergraduate educational indebtedness should 
be minimized. This goal can be achieved through expansion of under- 
graduate grant programs such as the Basic Educational Opportunity 
Grant (BEOG) program and the Supplementary Education Opportunity Grant 

^ (SEOG) program. 

(2) . Graduate and professional students whose educational indebtedness, 

from all sources, exceeds an agreed-upon threshold amount, should be 
offered Graduated Repayment Option (GRO) plans, and the option of a 
15 year repayment period. , y 

(3) Separate threshold limits, aggregate principal limits, and graduated 
repayment schedules should be developed for meaningful occupational 
clusters and should be based on an assessment of their manageable 
educational debt loads. 

While loans are currently an important financing mechanism for graduate and 
professional students, they should not be viewe^ as a panacea either by 
students, policy analysts or financially stressed ^graduate and professional 
schools. Fellowship programs and experiential work^study learning opportunities 
for students in the arts, humanities, sciences, and professions are needed to 
insure equal access to graduate and professional school, as well as to- foster 
intellectual excellence. ^ 





APPENDIX A 

Formulas for Estimating 
Manageable 'Educational iiOan Repayments 
Assuming First Repayment 
Begins In 1983 



(1) Adjusted Income (AI) In year y 

AI. = S * (1 + r)^""^ * I 

y } 

Where: AI = Adjusted Income 
S =» Starting salary 
r = Inflation rate 



y = specified year (I.e. flrsm, second, third) of repayment 
period 

O 

ly » Age-Income Ratio In year y 



(2) Effective Income (EI) In year y 

Ely = ^- - FICAy - STy 

Where: AI^ = Adju^jj^^d Income In year y of the amortization period 
FTy « Federal taxes In year y, based on 1977 tax schedules 

FICA = Amount of social security taxes In year y computed as 
^ follows : 

FICAy = 1293 X (1^05)^'^^ 

STy" = State and other taxes In year y, computed as follows: 

ST = AI X .08 
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(3) Annual ^Re^ayment (AR) in year y 

Effective Income 
In year y 



$0 to (12870 X (l+r)^"-^ 

12871 X (l+r)^"^ to 
19548 X (l+r)^"^ 



19549 X (l+r)^"^ t<J 



27328 X 



27329 X (l+rT 
and over 



y-1 



Annual Repayment 
in year y (AR^) 



.054 X EI 



(695 X (l+r)^"^) .+ 

(.09 X (Ely - (12870 yi y^)^~^y. 

(1299 X (l+r)^"^) + 
(.09 X (EI - (19548 x (l+r)^"^)) 

(2151 X (l+r)^"^ + (.157 X EI - 

y 

(27328 X (l+r)^"^)) 



(4) Cumulative Repayments for amortization period N years in length 



AR 



y - 1 



Where CR * Cumulative Repajnnents 

N = Number of years in amortization period 
Y » Year • 



(5) Tolerable "^Debt 'Limit (Principal) P 



CR/(12 X v) 



i/12 



+ i/12 



/ 



Where: ^i = a^fj^al interest rate 
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APPENDIX B 
INCOMftOF LAWYERS 





1973 INCOME OF LAWYERS IN MASSACHUSETTS SURVEY 




■ftars Admitted^ 


Mean 1 Estimated Age 
Income Age Midpoint ^ 


Mean Annual 
Gi^wth Rate 



Less 


Than 1 


$ 8,903 




24 




24 












V 


26 


1 


- 4 


$15,135 


25 


- 28 


5 


- 9 


$25,047 


29 


- 33 




31 


10 


- 14 


$31,585 


■■■u 


- 38 




36 


15 


- 19 


• $3'8,445 


39 


- 43 




41 


20 


- 29 


$42,773 


44 


- 53 




49 



] 
] 
] 
] 

] 



.30% 

.10.5% 

..4.7% 

..4.0% 

,.1.5% 



^ Source: Economic Survey Conducted by the Massachusetts Bar, Association 1973 
Massachusetts Bar Association, 1975, page 5. 



Estimated Starting Salary: , 

$11,600 in, 1973 fDpllars 
X Estimated Rise in CPI from 1973 - 1982 i 

• ^ (133.1 to 2^.2) ♦ 

H $ 21.0 « Estimated Starting Salary in 1982 



'/ 
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ESTIMATED MEAN 1973 INCOME OF LAWYERS BY AGE " 




Age 




( 1973 
/ Income 


Ratio 



25 








. $ll«il6 . 


1 .00 


26 4 


• 






$15. 1 




27 








$16.6 


/ 1.43 


28 




I 




$18.4 


/ 1.59 


29 








$20.3 


' 1.75 


30 
31 








$22.4 
$25.0 


2.16., 


32 








$26.0 


"2.24 


33 








$2 7.2 


2. 34 


34 








$28.4 


2.45 


35 










2.57 


36 








$3^.6 


2. 72 


37 






^ 


$32.4 


2. 79 


38 








$33.7 


2. 90 


39 








$35,1 


3 . 03 


40 








y J O • _J 


J . ID 


41 








$37.9 


3.27 


42 








$38.5 


• 3.32 


43 








$39.^ 


3.37 


44 ■ 






(I 


$39.7 


3.42 


45 








$40.3 


3.47 


46 








$40.9 


3.53 


47 








$41.5 


3.58 


48' 








$42.1 


3.63 


49 








$42.7 


3.68 
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APPENDIX C 
Professional Income of Physicians 





PHYSICIANS MEAN PROFESSIONAL INCOME ^ 
IN 1977 DOLLARS 


% 


\ 




1977 

Income • ' RatlcK 1 


Ratio 


2 



26 - 


16.7 


-27 


17.7 


28 




29 


19.9 




24.0 


31 


26.3 


32 


28.6 


33 


30.9 

i 


34 


33.3 


35 . 


35.6 


36 


37.9 


37 


40.3 


38 


f ' 42.6 


39 


44.9 


40 


47.3 


41 




^2 


1 51.9. 


43 


54.2 


44 


56.6 


45 


58.9 / 


46 > 


61.2 




63.1 


48. 


^4.0 


49 


64 . 7. 


Source : 


Unpublished Data, 



N- 



1.0 

1.06 
1.13 
1.19 
1.44 
1.57 
1.71 
1.85 
1.99 
2.13 

N2.27 
?.41 
2.55 
2.69 
2.83 
2.97 
3.11 
3'. 25 
3.39 
3.52, 
3.6 
3.78 
3.83 
3.87 



r 




Ratfio 1 - Assumes repayments start during internship " 

Ratio 2 ~ Assumes deferment during one year of residency and three years 
of internship. ' ,J 
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ESTIMATED STARTING INCOME OF PHYSICIANS 



r 



In 1983*. at age 26 



$16,700 « 26 year old's income in 1977 dollars 

X 1>407 Rise in CPI from f977'to 1983 
(181*6^ to 255.5) ^ 
$23,4'96 =^Estimated mean 1983 income of 26 year old. 



In 1987. at age 30 

$24,000 = 
. X 1.776 

. $42,624 = 



30 year old's income in 1977 dollars 

Estimated rise in CPI from 1977 to 1987 
(181.6 to 322.6) 

Estimated ^mean*income of 30 year o]Ld^ 
in 1987 dollars. 
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Income of doctoral Scientists and Engineers 



' ESTIMATro^EDIAN 1983 STARTING INCOME OF 
DOCTORAL SCIENTISTS AND ENGINEERS 



Estimated {ncome of 26 year old 
in 1973 dollard ; ...S ... .$14,600 

Rise in CPI from 1973 to 1983 

(133.1 to ^255-5) 1.92 



Estimated 1983 starting income 



$28,032 



UNITED STATES DOCTORAL SCIENTISTS AND ENGINEERS 



Median Annual Salary by Age — 1973 




Under 30 

30-3A 

35-39 

AO-AA 

A5-A9 

50-5A 

55-59 

60-6A 
Over 6A 



Median 1973 
Salary 1 

$15,500 

17,500 

19,600 

22,000 

2A,200 

25,000 

25,300 

25,800 

2A,700 



1 



Source: Doctoral Scientists and Engineers in the*'l!Jhited States^: 
i973 Profile, National Academy of Sciences, March 197A, 
page 25, Table 10. 



62 



6S 





INTERPOLATED MEDIAN 1973 


SALARY OF 






DOCTORAL SCIENTISTS AND 


ENGINEERS 






1973 






Arc 


Salary 




Ratio 



?6 

27 
28 
29 

30 
31 
32 
33 
34 
35 
■ 36 
37^ 
38 . 
39 
40 
41 
42 
43 
hk 
45 



14.6 
l4.9 
15.5 
16.0 
16.5 
17.0 
17.5 
17.9 
18.3 
18.7 
19.2 
19.6 

20.1 ' 

20.5 

21.0 

21.5 

22^0 

22.4 

22.8 . 

23.3 



/- 




ERIC 



- 63 - 



/ 



student Loan Policy: A Modest Agenda for Change 



j^ennis A. Kernahan 

, . 

Most discussions of the legislative- process suggest that responsible 
solutions .to complex probl^fems require thorough knowledge of the situation to be 
remedied, the ability to devise ^practical means for reine<3ying that .situation and ' 
the drafting .of understandable solutions wt\ich serve as a guide to those charged 
with adminiptei^|ng the law. The wisdom of this observation lies in its academic 
purity — as ;a stc^dard to which those charged with legislating should aspire. 
More to th^ ijo^jnt is an observation from an article in The Wall Street Journal 
that it should not be too sjjrp^iking when something turns out ^r differently 
from the way Congress, som^L,f^|<^r ?! agency, or some corporation meant. After all, 
notes the article, these decSttxjQi are comparatively narrowly conceived and often 
takfen with relative suddenness*^ observation not without applicability to 
current legislative events. 

That this symposium on federal student loan programs is an attempt to move 
the legislative process towards a more rational consideration of the ig^ues is 
commendable, although I suspect that a feap from the reality of The will Street 
Journal to the model legislative process 'is impossible. Rather, we operate Some- 
where in Ipetween. being a prisoner of" our own experience and biases and the impar- 
tiality that that policy analysis deserves. It is pre^ctable, therefore, that 
certain people will observe that the preferred approach t§ a review of federal 
policy is to sort out the possible effects and :consequences of that particular 
policy as it how operates and not embrace new approaches quite so precipitously. 
A second approach is to be skeptical of the conventional wisdom and urge a depar- 
ture from the tenets upon which current programs are built. If I must admit to a 
preference or choose a point of departure for this presentation, it is the former 
point of view. Not because of blind faith in the yalue of incrementalism but because - 
conditions as I view them do not call for the wholesale abandonment of the 
philosophy upon which current loan programs, especially the GSLP, are 'based. 

That there is a definite relationship between dollars, access/' choice and 
educational achievement is evident. Thertf are loan programs, therefore, which, focus 
on a variety of j|^cial groups and exist for a variety of social, pdiitical, and 
economic reason J|||j|^ ne persuasive, some not so persuasive. There ^e .proposars 
for loan progra fffi MM first resort, last resort and some that probably w^aij 
to iresort to. ir^jjP^ld prefer, however, to direct my comments to the federal 
guaranteed loan, programs', especially the Guar ante G»fi Student. Loan Rrogram. ..Lc^iSS 




Dennis A. Kernahan is Director of Corporate Planning for/the Student^Loan ^ 
Marketing Assocfi^tion (SLMA) . He has be^n associated with SLMA since its ih- / 
ception In 1973. Mr, Kernahan is a graduate of Georgetlown University' s School-- 
of Foreign Service and its Law Center . He also holds A masters degree fro'm\" 
Teachers College, Columbia University . He iAa lUGmber^df the Viginia Bar ij^ 
Association. ,. ' . ' ^- vJ' 



65 



70 




ERIC 



at the GSLP which was forged out of the tuition tax credit debate of the early 
1960*s, one can sense that it was and still is regarded as a pragmatic solution to 
the issue of capital availability for financing postsecondary education. All 
things being equal it should have proved to be a creative response to a social 
cind economic pipblem, - * ^ 

■ • ' ' 

* In looking at the GSLP statutory language one can appreciate the mechanisms 
created to provide student loan credit but you get no sense of the justification 
or reasoning behind the approach nor of the cdnflicts that this legislation was 
intended to resolve, teaving aside the political circumstances which gave rise 
to the GSLP, the philosophy behind the program is still creditable. Lack of 
alternative capital sources without federal incehtives and guarantees and the 
inadviscdDil^ll^ of putting appropri|pions into the budget for federal loan capital^ 
puts a premium on the utilization of those programs which are based on federal or 
state guarantee of loans and other subsidies — th€ purpose of which is to dntice . 
private capital into a socially useful extension of credit. While this may make 
fiscal sense there are no doubt social consequences resulting from this policy. 
For as Alexander W. Astin observes in Preventing Students From Dropping Out , 
"From ^e stafrdpoint of public policy, loans represent one of the most controversial 
sources of financial aid. Proponents of loan programs ate attracted by the rela- 
tively low cost, arguing that limited resources can be made available to many more 
students if they are heavil^concentrated in loan programs. Some object to burdening 
students*with long-term debts, while other point to allegedly high default rates." 
^But to pJ^lvaphrase the public service ads of one major corporation — there are no 
cibsolute yolutions, only intelligent choices. Choices have been made and more 
choices must be made in the future.- 

I think it is instructive to look at the original statute governing the GSLP 
as a point in a line pf continuous development up to and including the proposals 
embcKJied -in the Middle Income Student Assistance Act and the College Opportunity 
Act. Legislativqpphanges along=*this continuum include a series of adjustments in 
the administrative structure of\he program, eligibility criteria, and pattern of 
incentives, including the institution of a special allowance, the tying of that to" \ 
a formula pegged to the 90-^y Treasury bill, an increased potential yield, and the 
institution of a secondary market, Sallie Mae. This legislative intervention in 
support of a continued- flow of private capital into the GSLP is evident in the 
pending Middle Income Assistance Act and the College Opportunity Act which contain 
certain provisions broadening the eligibility of student borrowers for interest 
subsidies and provide an extra one-half cf one percent yield on student loans which 
are in a payout status as well as assure lenders a minimum yield of 8 percent on 
their student loans. 

The purpose of the^'e provisions has been to support the operations of the GSLP 
so that dollars from private Sources continue to be available to student borrowers. 
Thus, the choices m^e over the po^^ ten to twelve years have been in terms of re- 
f i^iinajjgand redefining the operations of a system of credit built on the extension 
of private capital with governmental supports. The ultJuate goal is to achieve 
a proper balance between political J social , and economic considerations in the ex- 
tension of credit--with the assumption that a proper blend of lenders will make 
the process work. 

Has this^been successful and will it continue to be an efficient and effective 
mo^ans of allocating levins to students? It is certainly no news to say that the 
GSLP has been subject to a gr^at deal of criticism. Some of this criticism 
appears to be based on theoretical or doctrinal grounds and some oh actual program 



failures. Doctrinal ground^ often focus on the mechanism proper ank lihe implications 
that the current delivery sy^<em has in terms of access to dollars and flexibility 
*and efficiency of payment. Criticism of program performance has center^ around 
administrative issues such as program regulations which tend to inhibit parti- 
cipation, the relative responsiveness of federal verjsus state administration of 
the program and loan default experience. The last Issue is often discussed in 
terms of consumer loan performance criteria with st^ant acknowledgement of the risks 
that a student loan program implies and what a^ruly acceptable default level should 
be. ' 

It would be naive to ^ggest that all the program performance issues have been 
^addressed and that criticisms of the current dej^very system are diminished by the 
J.-actual experience ^of 'billions of dollars in cre^t outstanding under the GSLP. 
However, many program administration issues wer¥ largely dealt with in 1976 and 
some additional time is needed for performance and related trends to be assessed. 
If trends pointing to the development of state agencies and more effective program 
administration occur combined with incentives contemplated in pending legislation, 
then the question of the efficiency of the delivery system can be subjected to 
more complete scrutiny. Prior to this scrutiny, the issue of capital availability 
needs to be more systematically addressed so that the information as to x^nmet 
need is less anecdotal and more quantifiable. 

A* strorv^p^^^owledge base dealing with the question of capital availability for 
certain grc^s or types of borrowers will enable interested parties to fashion better 
policy responses and incidentally deal with such questions as NDSL continuation and 
the propriety of loan program consolidation. On the whole I feel that the GSLP can 
respond to the needs of the majority of borrowers if there is a consistency of 
purpose about the program as reflected in regulations, the development of state 
administrative structures and support for secondary market operations. ^ 

It IS, however, those borrowers on the margin who must also be dealt with 
fairly if a viablej federal loa^i policy is to exist. The exploratiop of- the question 
of <:api|rav|L. availability will do much to move this discussion forward. Likewise, , 
th^ qu^Btion of who can borrow, how much and for how long should b^ thoroughly ex- 
•plored i;>efore si^ggestions are made to increase borrowing limits or restructure • 
repayment terms. 

At the risk of sounding too simplistic, let me review my rather cryptic remarks 
on the subject of federal loan policy, » Before suggesting policy, changes , let us 
look at the major shortcomings in the system requiring a policy response. They are: 
What are the true dimensions of the problems of capital availability? and a ,corrollary 
quest/Lon--What special classes of borrowers are inadequately served in teirms of 
ability to borrow and repay? Additional knowledge in these areas will enable us to 
address the following: (1) the specific unsatisfied financial needs of student borrow- 
ers; (2) the terms on which loan capi tITshould be made available; (3) whether 
existing governmental programs should be expanded or coordinated to .serve borrower 
needs and, (4) whether a new government entity would address these concerns more 
effectively and efficiently given their administrative and ".budgetary implications. 

If the GSLP is given a chance to work it will meet a reasonable amount of^ 
loan deanand. This assertion does not overlook the need for resolution of administrative 
problems or the need to properly structure new state agencies and current guarantee 
programs so they are responsive to a« majority of borrowers on a state-by-state basis, 
^or can this overlook the importance of the federal role in attempting to meet 
shortcomings in the availability of credit. 
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Equally important is meeting ^the needs of the students who can find no credit 
or who need' more Credit than is currently provided ^ and on ^terms that are equitable 
and susceptible to reasonable repayment. Here the current loan mechanisms must ^ 
be thoroughly reviewed in terms of providing capital access and borrowing flexibility 
to meet the needs of manrginal borrowers at both ends of the spectrxim — the borrower 
who -can' t -obt^ain a loan due to economic status or geography, and the one whose 
needs are greater than the average. ^ ^^"^^t^^^ * 

The resolution of these questions- will condition the direction of private 
capital^and the role it will play in providing loan funds for postteecondary edu- 
cation. 

vl • • • 

Improvements in the efficiency of the current GSLP delivery syst^>flr*i4*--t^^s of 
its administrative configuration, the regulatory burden attendant to the ownership 
of loans, and the pattern of incentives for continued len^g under tHe prograSi pro> 
vide a firm basis for effective utilization of th'fe GSLP as -the main siurce of loari 
funds to studen-ts. ^ I - 

In an environment where there is a pattern of support for lenders that is 
reflected intf good administration, reasonable regulations and meaningful incentives, 
Sallie Mae olan work with them in support of their lending efforts. Over the past 
few years, the corporation has developed a variety of prggrams directed toward 
meeting the credit needs of a majority of lenders including commercial banks, thrift 
institu-tions, direct state lenders and educational instil tutions who are lenders. 
In the area of the Health Education Assistance Loan Program, Sallie Mae stands ready 
to provide its secondary market services consistent with the program terms as artic- 
ulated by the Congress and implemented by. the Department of Health, Education,' 
and Welfare. Sallie Mae's role is to help assure the availability of capital through 
its secondary market and warehousing advance facilities. The corporation's 
structure implies a balance between the dictates of reasonable profitability and 
management controls and the primary objective of support of the GSbP and HEAL programs 

J- . 
he reauthorization process for student aid 

programs, the effectiveness of the current loan program delivery system should 
serve as a starting point for consideration of federal loan policy. However, the 
definition of the problem j.s a prerequisite to reasoneible discussion of the solution. 
Agreement on a set of policy objectives for the GSLP dealing with the issues of (de- 
fault, capital availability, the appropriate levels of loan indebtedness and re- 
payment systems can serve as a gu^Lde to evaluating the effectiveness of the current 
system as well as a challenge to proponents of the GSLP to respond in a flexible 
and imaginative manner. 

Hopefully, this will lead to a reasoned consideration of the optior^s and an 
objective evaluation oS^^^ptie strengths of the current system vis-a-vis the promises 
of alternative systems. 
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' .'^^C^^^^. the -1ytatu||uif-,- W/^;Bett6p'Ma!rJagem-4tV'^ 



A. 



FEPE«AI;, j state; AND .PR^A TE PROGRAMS ioW-ItSfe^S T SNSIdjfeED- LOANS ' 
STUDENTSyiN^I N STITUTlQNS-. OP HIGHER EiyCATION ^"^^S 



TO 



T °^ "'^^^^ Education Act of 1965 (as -amended) , 

Title ly. Part B, s^tes that the purpose of the guarantied student loan 
programs IS to enable the Commissioner (1) to encourage itates and non- 
profit priVate institutions ^and organizations to extabli^ adequate in- 
sured loan programs for students in eligible institutions} .. (2) to pro- 
vide a federal program of insured student loans for students or lendets 
grL reasonable access to a state or private non-profit pro- 

^ Appropriations have been made and the. Commissioner was given the 

legislative authority to develop and -execute a .plan designed to encour- 
age the establishment of student loan programs by each state (whether 
operated by an agency of the^stafce or by a non-profit private organiza- 
-fejon designated by the state). The U. S. Office of*) Education operates 
the>rogram in those states not choosing to create their own administra- 
tive unit. There are currently 2& state programs and approximately ' 
H ii H being guaranteed annually in the GSL program, with over 

half that amouTit being guaranteed by the existing 28 state guaranty 
agencies. ^ _ an 

B. THE PRESENT" SITUATION 

' The Higher Education Assistance Agency operates the program in 
Pennsylvania, and last September our program passed the $1 billion 
volume mark since its beginning in June, 1964. The program has and 
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continues to work rather well as a viable option in helping st 
meet thiyir college costs for some very good reasons. Among th 

1. Pennsylvania lenders are paid a 1/4% state lender partici- 
pation fee on their loan voltime as an adminj^jsirative cost 
offset. 

2. Lenders are given the flexibility to set their own lending 
restrictions and maximiam loan limi tfttw ithin the GSL frame- 
work. 
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The eight Agency regional offices tBBtughout the state- 
have given lenders , students and educational institutions 
"finger-tip" contacts to information and resolution of 
problems . ^ ^ 

Agency staff, working cooperatively with representative 
lenders, have generated a series of services to alleviate 
burdensome paperwork procedures to the benefit of both 
computer and manually operated lender operations. These 
include such things as combining forms, computer-produced 
notes, computer-produced renewal applications mailed dir- 
directly to the borrower. Agency operated out-of*-school 
verification and notification to lenders, pre-claim 
assistance on delin'quent accounts, and an Agency operated Salij^ie 
Mae service center. ^ , 

Successfully proposed State legislation, siibsequently enacted by 
the General! Assembly , providing corporate tax breaks to lenders 
and authorizirjg wage garni^ments on delinquent borrowers. 



THIRD PARTY LENDERS 

A "third party lender:I\ is the primary source of funds for commercial 
lending throughout the country. Student attitude toward repayment of 
guaranteed loans is no different than that of commerical loan borrowers, 
in that their attitude is direct^feTpttributed to their Views at the time 
the loan is made. Repayment obmg'atidn of guaranteed student loans to a 
commercial "third party" lender carrier much more authority tharj if the 
source of funds is a government agency. 



Experience over the years has shown that proper collect'ion work 
starts with the borrower at the time the loan is made. Attitude toward 
repayment 'begins here. My point is: 'commercial lenders are the best 
method of guaranteed student loan assistance and that by providing lenders 
with adequate return and reasonable workloads to place and collect their 
loan portfolios, will ultimately lead to their maximum participation in 
the program. , 
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If the purpose of this program is to produce low-risk loans, those 
which would not ever go into default for other than death or total and 
permanant disability, it would be incumbent on tl^e guarantors to place 
stringent restrictions on obtaining these funds, 'such as, consigners, 
credit checks, and limitations on reinsurance payment rates; but what 
would happen to access?' Loans would dry up and students who need the 
loans to .hedge higher costs and reduced family disgret^Bnary dollars ' ' 
would not be able to ti^eive tMem, On tlie other hand,Hif the intent of 
the program is^to gi^ a loan to virtually every person who applied 
through minimal eligthiiity requirements,' there is the in-born threat 
of dealing with delin^^uent accounts, and to quote a phrase, "something 
you obtain too cheaply is taken too lightly." 

WHY CHANGE WHAT WE HAVE- UNTIL WE 'kNOW WHAT EFFECT THE '76 AMENDMENTS 
HAVE MADE? ~ "^^^ : ^ 



It IS obvious:^hat sufficijjnt time has not passed to determine what 
effects the G^L program amendments of 1976 have made; not. only toward 
increasing gr^i^ater pr6gram access, but also keeping delinquency- rates 
withxn tolerable parameters. One of the primary reasons why access to 
the program has not been universal* in the past is because of. the numerous 
legislative .and regulatory changes enacted and implemented every few year- 
The program neecJs left alone (or only minor changes permitted) to^test 
whether less tinkering may very well result in increased effectiveness in 
the areas of collection and placement of loans. One change we do need 
though, is the authority to obtain information from both the Internal 
Revenue Service and the Social Security Administration to help state 
guaranty agency and USOE in tracking delinquent borrowers. Such auth- 
ority will greatly improve collection efforts and lower default rates 
throughout thei country. Also, the student loan program should be ex- 
empt from Truth-in-Lending and Privacy Act requirements. The mandatory 
provisions in both these pieces of legislation force both lenders and 
borrowers through unnecessary "hoops" and stymie the basip intent df 
.ready access to needed funds to pay college costs. The collateral for 
educational loans should appropriately be (non-tangible) future earnings. 
Automobile loans, ^mortgages, etc., are t^gible purchases which can be 
sold if default occurs, but loans for education cannot be replaced 'with 
tangible property. , It was on this basis, Congress agreed these educa- 
tional loans should be exempt from bankruptcy for five (5) years following 
the date the borrower is^ ^e^j^o^ed to begin repayment. * 

FOR WHOM SHOULD THE .PROGRAM BE TARGEfrTED? 



A well functioning guaranteed student loan program was never in- 
tended to be targetted for low-income students exclusively since most 
^•^^"^^....f^^^"-'- .^^^ state stucjent assistance resources are targetted to 
the^e students. As we know, these other federal and state programs have^ 
-never been fully funded; af^d therefore, by forfeit, the guaranteed stu- 
dent loan programs has ^had to become the primary financicil resource for 



low-income studeriW. It is and has been my opinion for some time ,5 that 
the program should be targe'tteA-ifo^ middle-income students primarily, but 
without excluding those low- income s'tudents^ho .need a "filler" in the 
student ai^ package to permit them 'to attend the institution of their 
cho\ce without going into unreasonable indebtedness. 

^ - / ' 

SUGGE STIONS FOR LEGISLATIVE CHANGE / 

■ ' * : * -< 

•V 

I am not in favor of changing the method of getting loans to students 
and I feel that the primary spurce of funds ^jihould come from commercial 
third party lender^^ As I pointed out, th^ needed legislative changes are 
in the ^area of strengthening the handfe of sttate agencies and the federal 
governmisnt in* the areas of trapkihg delinquent borrowers to prevent defaults. 
Overall, the guaranteed student loan program has met the challenge of frus- 
tration caused by our inflationary economy as can be witnessed by annual 
volume increases. This fiscal year through March, the nqmber of borrowers 
in the Pennsylvania program versus the same time period last fiscal year 
is^up 20 percent (68,300 to 81,800) and the valu^pp guaranties is up 
42.6 percent ($103.7 million to $147. 9 million) . ^^Other states are regis- 
tering similar gains. The positive thing about the program is that its 
critics call for an overhaul because of all the unpleasant publicity given 
to the FISL program's default rate, but fail to turn the stone over to see 
95 percent plus of the g2;aduated borrowers are on scheduled repayment. It's 
this little publicized latter statistic that proves the program is working- 
as is. 
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Comparison of Seven Federal student liOan Frograms 



9. 



STUOtM 
ELICIBILITY 



J 



LOAN 
LIMITS 



NPSL (OC) 



Eligible tchooh, 
usln*} federal and 
school fund\ (r«ll9 
of 9 • 1) ii re- 
volving fund 



U.S. natiorjl or* 
pemvinent resident, 
or intendtr^ to 
becoir.if sucf. Ln- 
rolled at least S 
ti itf at an cH v)ible 
school . Graduate or 
underjraduate . 
Sallsfactor.. pro- 
gress , etc . Lender 
nay jddl- 
tlonal criteria. 
For schools in U.S. 



$3,500 limit for 
first 2 years of 
higher edu^Tatlon- 
(and for up to 2 
years of vocation- 
al school). $5,000 
limit for i yejrs 
of higher education 
SlO.OOO aggregate 
limit for higher 
education both 
graduate ard 
underqra dufrtf 



CSL (OE) 



EllgiUe hanks. 

scJ'mol V , t '.C , ^tJ tf 

rulrj •:ots » of ) t . 
ji]»MK it's .u . in<; pr 1 - 
vatc .f »i.^t 



U . S njt lor jl or 
pernunont rosideru. 
or tntondi'iy to 
becot'v suv*i.' En- 
rolKM at lejst S 
time at an cJ i^lble 
school , Cra^ujte or 
undergrjdujte. 
Satisfactory pro- 
gress, etc. Lender 
may tirpose addi - 
tional criterij. 
rjy attcni! forcMgn- 
school s . 



INTEREST 
RATE 



REPArHENT 



3;. beginning 9 mo 
after leaving 
school 



10 year iTii t 
beginning 3 mo. 
after leaving 
school . Defernent 
up to 3 yeirs each 
for Armed Forces , 
VISTA. Peace Corps 
further ^ time 
enrollment 



for undergraduate/ 
vocational - $^,500 
annual. ST. 500 
aggreg;ste 
for graduate ♦ 
professional - 
35,000 annual . 
SI 5.0CJ aggre^fft^ 
with some exdep- 
tions (guarantee 
agencies and lend- 
ers f::ay ^ave 
lesser lints. ) ' 



HEAL (OE) 



Eliqtble banks. 

cU . , u<»tig private 
Cjpi'.Jl 



'S. njtionjK etc 
nroMoJ: ii* f'u". 1- 
time i^rjJuate study 
iM des 1 j'Mted • 
heal'.h ;:rofossions 
t^ro;:'^j:n Jt eligible 
school ,i') U.b. el i 
qiDle for cipita- 
tion, ^rj'-'t. May not 
rold JSL for sjine 
>ear. {\i rore 
than 50' of eligi 
t''c stujt'nt; at 
some scrjolsj 



SlO.JOO per year. 
$50, JOO aggregate. 

(pharmacy students 
linrUed to $7,500 
ann-al and $37,500 
aggregate) 



HPSb (PHS) 



Eligible health 
prQ4ev>J>i(i s».^>ooll. 
u iiKj FfiU'i'al J''d 
%(.h»»ol fi.nJs (r.itto 
uf • 1 ) rf\ Jiving 
fund ' 



U.S. nati.inal- or 
pernanortt resident', 
etc . onro) led ful 1- 
time dt oltgible 
school . Selected 
by schooJ . qradua tc 
or undergraduate, 



tui tion plus ' 
$2,500 per year 
determined by 
school according 
to "ne*d" . No 
aggregate Unit. 



NSL (PHS) 



nyfSing 

^^^■hool 

'volVInq 



Eligible nj 

schooU , 
TedtM-al ai 
^und; (ra 
9 ^ 1 ) rf 

-tU"J 

U.S. natt.>nal , etc 
Lnrol lod at 'east 
S tirre in el igible 
nur^i»'9 Jlplcna or 
de^roo program. 
CraJu.itc or under- 
graduate. Selected 

by SCf.OOl . 



Up to 5?. 500 per 
year dependent on 
"need" - determined 
by ichool . 510.000 
aggregate Unit. 



VA 



LEEP (JUSTICE) 

.,.1— — 



Federal Government [Eligible school 
\\k) , usin>j Federal 

grant funds 



ddvTnil ital*! 
si'rvicc enrol led i 
approved course \ 
study. May only be I 
used during service^ 
or w1 t^in 10 years 
of di scharge . Must . 
be useJ at school < 
in U.S. 



) 



Up to $2,500 per 
9 mo . academic 
>^ar. plus S825 
for summer^ 
Aggregate maxitrum 
depending on length 
of service. 



U.S. national . etc. 
fmolleJ for full- 
line study in crir«e 
related degree pro- 
gran. Kust agtee tj 
enter and ren5[r ifi 
law e'iforcewnt worv, 
otherwise trjst repay 
at 7*. interest. 
Grddjate or under- 
gracjate. for pre- 
service loan, nay not 
be Freshman. No need 
test. 



$J .200 per acadenjic 
>iar, piu5 $750 for 
suirr^er. No aggr»?gate 
limit. 



beginning -9-1 2 
after leaving 
scfbo! for sub- 
sidized loans . 
beginning immedi- 
atel><for students 
not^q'jal i f ied for 
suosidy. {*{fiH leg- 
iilation Mill make 
dtll loans subsi- 

dHTed.) , ^ 

l(J\year Imit from 
begi?t*dna o' repay- 
ment (9\]2 mo. 
after leaving 
school ) up to 3 yrs 
defernent for Armed 
Forces, VISTA, 
peace Corps . fur- 
ther fuH-time 
study at el igible 
schools, and for 1 
year of unemploy- 
ment , and for 
approved independ- 
ent gradj-it? study 
prof3 ra_ms_. 



12. maximum, pay- 
able throughout 
1 i fe of loan. 
Interest can be 
accrued to princi- 
pal during school 
and 3 >rs. of 
inttrns'.ip/resi- 
dency . 



I 10-15 >ears, begin- 

■nin^ 9-12 mo. after 

1 corr.ple'.ion of 

! training {including 

\ residency and 
internship) Defer- 
ment for up to 3 
yrs. " Arred Forces 
Peace Coi^s. VISTA. 
MH5C, internship 
and residency, or 
for full-time study 
at an el igible 
school . 23 year 
1 ir 1 1 on 1 i fe of 
loan . 



7X beginning 12 mo. 
after conpletion 
of training 



3* beginning 9 mo. 
after leaving 
school ^ 



10 years, beginning 
12 mo. after leav- 
ing school . Defer- 
ment up to 3 years 
for Armed Forces , 
and Peace Corps, 
PHSC, and for up to 
5 years for further 
advanced profes- 
sicmal training. 



7; beginning 9 mo. 
after leaving 
school 



10 yaars. beginning 10 years, beginning 
9 -no. after leaving 9 mo. after leavirg 
school. Deferment school, fjo defer- 
to 3 years - Armed rents. 
Forces . Peace Corps, 
PHSC. and to 5 
years for f jl 1 - 1 ime 
nursing training.^ 



71 fcr liff of 
loan, payable 
only for periods 
»^hen not working 
In law enforcement 
(35 -40X don't find 
such emplo^nent) . 



repay at rate of 
S50 per month i>nly 
i f failure ^work 
in law enforcement 
field. 



CANCELLATION 

( 



for service as 
full -tire leacher: 
-at school*, with 
'many 1 ow- i ncome 
students {15: 1st 

♦ 2nd yr.. 20: 
3rd ♦ 4th. 301 
Sth yr.) 

-of f.ar<iic^pped 
stU'Jots ( '.ame 
ratci) 

-in a H'od SUrt 
pro'jran () jX per 
school yL'tr) up to 
entire lo*n 

- for ml 1 i tiry ier- 
viec In h'.-.tile 
area (l^ / for 
r.>'.h /f->r of -.uch 
i<»rv »«.*•. »p to 5')' 
of )<sin] 

-for 'JMth. total 
and prrm-j iont dl<- 

• bIMt/ a-^'l Urk- 
rup^'y 



death, total and 
permanent di'>abi 1 
Ity, and bankruptcy 



reps ymf;i t by J . S 
at : 1 r i -lum r<i\e 
■IQ.'JOl' per yeai 
for service in 
NM3C, or for ser- 
vice in designated 
shortage areas . 
(MuU commit for 2 
years . ) 

- for d*»ath, dis- 
at.i 1 i ty and bank 
ruptcy 



< 



50" repay^e'.t ty 
U.S. i f ;;rt'e'-, to 
practice in lpsig- 
nated shortage 
area*; for 2 years . 
Addi tionaL^S ■', i f 
serve for jkd y^.ir . 
Ob \ ig-itic^^n* 
ci-1 U>d- »f^<jili;rp 
to corr.plet? traln- 
In^ rind excptnn.i' 
nr^'d anij C!n' t tp 
expt'Ct"'! to rf-jnc 
trainln'j for 2 
ypar (al '.0 appl 1 e'. 
to heal th '^tjfJf nt-, 
with NO'»L or G'A) . 
-death, dl'.ah! 1 1 1/ 



rcpa /nient by 
U.S. if agrees to 
practice in 'esig- 
natei Drt^ge 
area*, for 2 /pars- 
Additional 25:; can 
c^lUMo" i' --.erve 
for Vf) /'•a r . Up 10 

of obi l^ation 
ranr.f-Mcd for work 
a. 'ijll-ti^-" 
r r g 1 t " r 1 r jr'.r U 
publ i^/^or 3rofi t 
in-.tlt.'J'/n (both 
.ip: 1 / J i ' 0 to 
m.' '. ^n j tu :jen is 
wH.r. .-^M or riD'>L) 
>.."<) th . di -.ar/l 1 i ty 



forgiven at rate 
of 25'; for each 
ye.ir of eTiployment 
in public law en- 
forcement after 
completing train- 
ing. 
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SIAIUU 



PURPOSE 



HISTORY/ 
SCOPE 



NPSL (OE) 



MIghe?' E.lut-Jtfon 
Act. Utic IV» 
Part I, js Jmcpd«d 



To eiut»Je colleges 
to pijke loM inter*, 
eil lojn^i to ntfe4^ 
students from rv- 
volvt'Ki runj«; to 
cn.^ble completion 
of educ.it ions . To 
meet njjtionjl q3m> 
power hot'ds for 
teachers » etc. 
Original purpose 
was ptif.trily nj- 
tioHiil ucfense 
through developing 
nee_ded_ rinpowe r. 
Bo.janT'in" as 
part of NDEA; 1st 
OE student assist- 
ance program. In 
1972 added. to 
Higher Education 
Act. Over 20 year 
history. S5 billion 
has been loaned to 
4.5 mi 11 ion stu- 
dents. 3.500 
^schools. In 1976 - 
1977» 3»300 schools 
loaned 

5575,599»OO0 to 
831 ,000 students 



est (OE) 

Hi«ji)fr 'Njcatiot). 
Att» Title IV. ' 
Part B» as airendeJ 



To nuke K»x i'lter- 
ist Ic.jns to stu- 
di'nts to t>riitbJe 
otti'n^:jnte at post 
onJ.ij-^ i'nst 1 tu- 
^t i.ifis of ^. hoicf - 
throu;i interest 
su:>s i tl/ . i risuraiicc 
reinsiiran^e . and 
encourjgement of 
st.Ue lrvt»l insur- 
diKe p'ogrjnis. 



Begjn witn 1965 
Higher Edjcation 
Act and National 
Vocational Student 
Lo^in Insurance Act 
Bui 1 1' on exist ing 
agencies in 17 
states. Over SlO 
billion loaned 
during 10 year 
history. In FY^78 
estimated 932*9^50 , 
students receiVe . 
$1.6 billion to 
attend 8J20 
schools. UJ40 
lenders. 29 guar- 
antee agencies now 
in place . 



HtAl (OE) 

Public hvjlth Sc^- 
vite /Ut. litle 
VII . P.u't C. Sub- 
r.irl I (1976 
a-tfnd.trtvi»}_ 
To fru\*.rfrji;e Ic^iJ 
CIS to -Jiko loans 
J*ji to 
f x\\\ :*\ professions 
blUiiOntS to *com- 
plett' graduate 
•Jeqrce ^TOijrans ; to 
strc'ijt^u'T national 
h^al tfj wel ivery &y 
encourj^ing ser- 
vice in shortage 
oreos a: J ty 
insuring adequate 
level of trained 
manpower. 



Expected to be 
operational for 
78-79 school year. 

3J1 schcofs expect 
ed to pirticipate. 



HPSL (PHS) 

PuhHc Mi'alth Ser- 
vice A; t. Title 
VII. Part C. Sub- 
part II 

To enjble sc*??!^.* 
to ;\»ke low inteV-^ 
t'"it loans to ''LMlth 
pfo t'e:»b I OK-i itu- 
Jcnts (all levels) 
to strt'ocit'ien na- 
liorjl hi'jUh 
del i vei y> by encour- 
jgtr'tj ser^ ice in 
shortajie areas and 
by insnr'ing ade- 
quate level of run- 
power. 



Began in 1965. 

In FY 76 $24 nil- 
1 ion assisted 
16.700 students at 
286 schools. FY 77 
- $:d nillion, 
16,200, 2S6 schools 



PuMic Health Ser- 
vi.i- Vt» Title 
VIII W 



T."» rf^thlc SO'iJols 

r-jrs ing to tnako 
lo"* tntt'test loans 
to r.jriittg stj- 
dtJtii. to infjre 
aJi'iji.tte nur>tihg 
rjr>M."**.«r . en^ur- 
ari.- service i-) 
s' jrtj'je area> and 
as registered 
Djrses. 



VA 

Vi»terart% Readjust- 
"lent Assistance 
Act of r»6('. Til Ir 

M\ 

To assist vetera^is 
to Pursue educa- 
tional objectives 
in readjus tmont to 
civilian^ life': 
and as supplcnent 
Jo GI Bill educa- 
tion allowance 



Tige : 
LEEP (JUSTICE) 



Beyan in 196?! 
FY 1974, 

S:5,:"J0.0C« loaned 
to 3:, 81 8 sUJents 
at 1151 schools 



Began in 1975. 

In FY 1977 aided 
14.335 vets with 
$14 ,159,532 



On^nl^.lS Crirc 
Control /\cti of 
1^^6M 3nd 19'0. .IS 
amended 

To prjfessi .)nj^ ue 
aitd i-iprove the 
quality of the ^ 
criminal justice 
system. 



Began in 1968. 

Jn FY 1977. 6^. 
students aided 
atter.d 1,014 
school ; . 



?C0 
to 



STUDENT 
CHARACTERISTICS 





NDSl 


GSl 








HPSL 


NSL 


Dependent Undergraduate 








Family Income 






Family Income 
















/^ss than $6,000 


14.9% 


8. OX 




less than 


V '•' 
$ 3.000 


20X 


25X 


J $ 6.000 - $ 7.499 
^ $ 7,500 - 11,999 


6.9S 


5.5X 




$ 3.000 - 


$ 5.000 


111 


20X 


17. 8X 


12. 9X 




$ 5,000 - 


$ ■7.500 


14X 


23X 


$12,000 - 14.999 


16. 5X 


16. 8X 




$ 7.500 - 


$10,000 


135 " 


22X 


$15,000 or more 


14.51 


23.8* 




$10.0D0 - 


$12,000 


101 


15X 










$12,000 or 


more 


32X 


24X 


Independent Undergraduate 


21. 6X ^ 


18. 4X 










Graduate Students 


7.8X 


14. 6X 












Minority participation 


26X 


17: 




Kinorljfy participation 


15.6: 


25. 4X 


(From '76- '77 HEP survey. 


Oatd doo'. oot 






(Reported 


by PHS for FY 


74 - most 


recent 


include vocational school 


students . ) 






data available.) ^ 




V 



VA and LEEP 



No data available. 
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ERIC 



80 



- 80 
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GUARANTEE AGENCIES PROFILES 



I 

u 

C -H 
H fi 



Annual Loan 
Limits Below 
HaxiDiuoi 



Aggregate Loan 
Limits Below « 
Maximum 



Insurance Covers: 



Agency 



1 



4) 

JS(7 



/ U 



U 

4) 
C 



0) 

c 

I iQ 

0) i 
C N 



B (0 n 

'A hi hi 

u C C 

I 0 01 

"0 T3 

H 3 3 

lO iJ iJ 

X (0 (/] 



IT *J 

c a 

•H I 

0 



c 

■H 

0 

0 
0 



l4 <w 
0 0 

0. 
' 0£ 
0 0 

0 «d 



0 
T3 

S 



0 U 

0 u 

U C 

(A U 

' J 
hi 

M 0) 

g« 

« 0 



0 

(fl 

0 H 

0 tr Q 

V4 H 0 

iJ U 0 

(0 £ 

4) U U 

0 (0 




ALASKA 

ARKANSAS 

CONNECTICUT 

t 

GEORGIA 



ILLINOIS 

KANSAS 
LOUISIANAt 



None 
.15^ 



U dur- 
ing In- 
school t 
grace 
periods 

None 



It 



None 



SI, 500 



S2,C 



(1 , 




X . 


Ax 


X 


X 


X 






X 


X 


X 


X 


X 




















X* 


X 


X 


X 


X 




p 


X 


X 


X 


X 


X 






X 


X 


X 


f 


X 




















X 


X 


X 


X 


X 






X 


X 


X 


X 


X 




/ 














$10,000 


X 


No 


No 


Coll, 


X 












Yes 














Voca* 














No 




> 
























-J- 





As of 



No 

Required 
if minor 

No 
No 



Permitted 




No 



Last 2 
yrs only 

X 



Permitted 
Permitted 



X 

Nor 



No Hone Study 
TNone 




*?ione 
No Home Study 



New regs 
restrict 
corresponding 

^schools 



No Home Study 



None 

No foreign 
schools 

No vocation- 
al out-of- 
state 
schools 



1 year 



6 tnos, 0( at 
in^state 

school 
Legal resi- 
dent or non- 
resident at 
in-state 

school 

6 005. if 
indep. at 
out-of-state 
school 

None\ 

U.S. citizen 
i bona fide 
resident for 
1 year, vot*, 
er registra- 
tion may be 
required. 
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GUAKANTEB AGENCIES PROFILES 



Annual Loan' 
Lunits Below 
Haximufl) 



Aggregate Loan 
Limits Below 
Maxiw 



Insurance Covers: 




c 

0 

u 

c % 
Oh 

U 0* « 

•H '^4 H 
H 0 

U 0 
w X 

OC 0 (A 



V 



c « 
w cr 

q; id 



No Home study 

\) 

Nore 



None 



None 



No Home Study 



None 

No ctjrrespond- 
ing schools 



None 



6 mos. or 
at in-state 

school 

Deper^int* 
1 dayf 

Independ.' 
6 mos. 

Non-resident 
at in-stdte"^ 
schools 
relation to 
MD lend 
Permanant 
resident of- 
MA 



^1 



None^ 

lone. 



6 DOS. in or 
at in-stdte 
school 
Legal resi- 
dent of NH 
6 mos. prior 
to applica* 
tion o^at 
in-state school 
Resident or 

approved i^ 
stdte school 



GUARANTEE AGENCIES PROFILES 



I 



mm CAROLINA 

I 

V 

ipHIO . 
OKLAHOMA 



OREGON 



PENNSYLVANIA. 



RHODE ISLAND 



ESSEE 



u 

C H 



0 Q. 



li/vr 

throuqh 
grace ■ 



U dur-. 
ing in- 
' sch* 
fraee. 

^ng re- 

'ing in- 
sch- t 
qracu 



I 



None 



Annual 

Low Limits 

Below Max, 
* — 



Aggregate 
Loan Limits 
Below' Max. 



Insurance Covers: 



U 
IP 
U 

•a 
c 

D 



0 



•0 
D 



12 mcs- 

S2jM00 
A sein ^- 

5^800 



Half-t 
to -1/2 



1- 51, '"AT 

2- l.SOC 
2,O0C 

4- 2, SOI 



12 mos- 

$4,000 

2 sem - 



me student*s 
the Umit^s 



5?iJ 



■ ltd. ■ 

$10,000 
$10,000 




0 0 

0 

0 £ 

'0 *> 

• 0 

D v> S 
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X 
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' No ^ 


X 
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X« 
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X 
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X 


X . 


X' 
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V 
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No 


X 
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after 










7/76... 




















prior 
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' X. 


X ' 


X 


X 




























V 





No 



X 

No 



No 



No 
No 



u 

tn 

0 

•« 

u 




• (y 0 



(A 
iJ 
C 

C V 

Q U 

w or ' 
a: 



No, but 
consider- 
ing 



Permitted 
Permittedr 



Pemntted 



Permitted 
f 



Permitted, 
Required 
on non- ; 
siibs; loans 

Required , ' 



NO 



No cor res. sch. 
No sch. X^o" 
walls" 



None 
None 

\ 

None 



\h semir^firies 
ot Sch. jj|f 
Tlieology 



No^:homc s.tudy 
Must offer a 
1-yr. coutse 
Of stuijy.. ' 



l^year as a 
non-studept 



Resident or at 
^st^^ ^ctiool 
{Resident of OK 



/ 

30 days prior' ^ 
appUcI for ;■ 
those floing out*'-^ 
of-s^te '"'V ■■ 

others-No '* 
6 -mo. prior p*- * 
loan approval. 



Having pernia* 
nant^dtaiucije'''' 
in TN 




I 

■er|c 



/ / 



.84 



A ■ 



